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in Bolivia, 1931-39 
By Tessin C Hallowell’ 


Although considerable research has been done on Intergovern- 
mental Commodity Control Agreements (ICAAs), there have 
been few attempts in recent years to investigate in detail their 
operation within the producing countries which sign the agree- 
ments. This article examines the national administration of the 
International Tin Control Scheme (ITCS) in Bolivia during 
1931-39 and some of the lessons to be learned from Bolivia’s 
experience. . 

The ITCS was signed in London on February 28, 1931, by the 
governments of British Malaya, Bolivia, Nigeria, and the Neth- 
erlands East Indies, which in 1929 accounted together for 84 
per cent of the world tin production.? The stated objectives of 
the ITCS were “to secure a fair and reasonable equilibrium be- 
tween production and consumption” and to prevent “rapid and 
severe oscillations of price.”” The Scheme was administered by 
an International Tin Committee (ITC), composed of three-man 
delegations from each signatory government. Provision was 
made for the regulation of production and export of tin. Each 
country was to share in the world export quota, set periodically 


* Mr. Hallowell is assistant professor of economics at Wesleyan Uni- 
versity, Middletown, Connecticut. 

1] wish to acknowledge aid received in preparation of this article from 
the Social Science Research Council in the form of a Demobilization Award 
and from Wesleyan University in the form of a research grant. 

2 Texts of the original ITCS, the renewals (1934, 1937), and related 
Buffer Stock Schemes are published in: International Labour Office, Inter- 
governmental Commodity Control Agreements (Montreal; I.L.0., 1943), 
pp. 73-103. 
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by the ITC, a percentage roughly equivalent to the ratio of its 
tin exports to world tin exports in 1929. This share expressed 
in tons was the national quota. Percentage shares in the world 
export quota were subject to change by negotiation upon re- 
newal (1934, 1937) of the Agreement. 

Two principal administrative responsibilities rested on each 
signatory government under the ITCS: (1) the distribution of 
the national quota among individual producers; and (2) the 
enforcement of production and export quotas assigned.* The 
internal distribution of quotas and enforcement of these quotas 
are discussed below after a brief description of the administra- 
tive machinery set up by Bolivia to handle these problems. 


I. Administrative Machinery 


The internal distribution of Bolivia’s quota was determined 
monthly by the government. Individual quotas were given only 
to those producers who registered with the appropriate agency. 
Customs was notified concerning each producer’s quota, and 
exporters of tin were required to declare at Customs the quota 
account against which shipments were made.‘ 


Small producers ° who wanted a quota registered with depart- 
mental associations set up in the four mining districts (La Paz, 
Oruro, Potosi, and Cochabamba.® The government assigned a 


3 The Bolivian Government assumed these responsibilities on December 
16, 1930, contingent upon formal signature of the ITCS by British Malaya, 
Nigeria, and the Netherlands East Indies. Republica de Bolivia, Anuario 
administrativo, 1930, Vol. II (La Paz: Lit. e imp. unidas), pp. 1953-54. 

4 These regulations were promulgated nearly seventeen months after the 
ITCS commenced operation. Supreme Decree, July 25, 1932, Anuario ad- 
ministrativo, 1932, pp. 5438-45. 

5 Small producers were defined as those with an annual production capa- 
city not exceeding 60 metric tons of fine tin; medium producers, as those 
with an annual production capacity exceeding 60 metric tons of fine tin, 
but less than that of the large producers; and large producers, as the 
Patino, Hochschild, and Aramayo Groups. 

6 The associations were set up by the Law of November 17, 1932, Anuario 
administrativo, 1932, pp. 850-52. Before the associations started operating 
the Government assigned quotas directly to small producers. The Associa- 
tions of La Paz, Oruro, and Potosi replaced individual small producers on 
the Government’s published list of quotas at the start of 1933. The Cocha- 
bamba association first appeared on the list for November, 1933. 
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quota monthly to each association, which in turn distributed it 
among its members. The associations’ distributions were sub- 
ject, however, to prior approval by the government. An appeal 
to the government of individual quotas assigned by an associa- 
tion was possible under certain conditions. A Council for the 
Control of Tin Production and Export, composed of the depart- 
mental superintendent of mines, the engineer from his office, 
and the president of the association, was formed for each asso- 
ciation in order to determine periodically whether mines having 
quotas actually operated and produced their quotas.’ 


Departmental associations were important cogs in Bolivia’s 
machinery for tin control in three respects: they handled the 
local details of quota distribution, while the government main- 
tained a centralized control; they aided in policing quotas by 
their detailed knowledge of local conditions; and they consti- 
tuted a recognized channel by which small producer opinion 
reached the government.® 


Medium producers, until 1939, were assigned quotas directly 
by the government. In 1939, a National Association of Medium 
Producers, with local boards in each of the four mining districts, 
was formed.® Medium producers were required to register at 
the local boards. The National Association prepared periodi- 
cally a plan of quota allocations among its registered members, 
which served as the basis for the government’s quota assign- 
ments to medium producers. The new organization provided a 
more adequate representation for the medium producers before 
the government in the allocation of tin quotas,'!® and enabled a 
closer control over the assignment and enforcement of quotas. 


Tin concentrates produced by small producers and some me- 
dium producers were sold abroad through commercial buyers or 


7 Regulatory Decree, July 23, 1934, Anuario administrativo, 1934, I, 
1277-80. 

8 There was a Federation of Departmental Associations, which presum- 
ably represented all small producers before the Government when necessary. 

® Decree Law, April 26, 1939. Mario C. Araoz (ed.), Nuevo digesto de 
legislacion boliviana, V (1943) (La Paz, 1943), 73. 

10 See U. S. Bureau of Mines, “Mineral Resources, Production, and 
Trade of Bolivia,” Foreign Minerals Quarterly, II (Oct., 1939), 63. 











4 INTER-AMERICAN ECONOMIC AFFAIRS 
by the ITC, a percentage roughly equivalent to the ratio of its 
tin exports to world tin exports in 1929. This share expressed 
in tons was the national quota. Percentage shares in the world 
export quota were subject to change by negotiation upon re- 
newal (1934, 1937) of the Agreement. 

Two principal administrative responsibilities rested on each 
signatory government under the ITCS: (1) the distribution of 
the national quota among individual producers; and (2) the 
enforcement of production and export quotas assigned.* The 
internal distribution of quotas and enforcement of these quotas 
are discussed below after a brief description of the administra- 
tive machinery set up by Bolivia to handle these problems. 


I. Administrative Machinery 


The internal distribution of Bolivia’s quota was determined 
monthly by the government. Individual quotas were given only 
to those producers who registered with the appropriate agency. 
Customs was notified concerning each producer’s quota, and 
exporters of tin were required to declare at Customs the quota 
account against which shipments were made.* 

Small producers > who wanted a quota registered with depart- 
mental associations set up in the four mining districts (La Paz, 
Oruro, Potosi, and Cochabamba.* The government assigned a 


3 The Bolivian Government assumed these responsibilities on December 
16, 1930, contingent upon formal signature of the ITCS by British Malaya, 
Nigeria, and the Netherlands East Indies. Republica de Bolivia, Anuario 
administrativo, 1930, Vol. II (La Paz: Lit. e imp. unidas), pp. 1953-54. 

4 These regulations were promulgated nearly seventeen months after the 
ITCS commenced operation. Supreme Decree, July 25, 1932, Anuario ad- 
ministrativo, 1932, pp. 543-45. 

5 Small producers were defined as those with an annual production capa- 
city not exceeding 60 metric tons of fine tin; medium producers, as those 
with an annual production capacity exceeding 60 metric tons of fine tin, 
but less than that of the large producers; and large producers, as the 
Patino, Hochschild, and Aramayo Groups. 

6 The associations were set up by the Law of November 17, 1932, Anuario 
administrativo, 1932, pp. 850-52. Before the associations started operating 
the Government assigned quotas directly to small producers. The Associa- 
tions of La Paz, Oruro, and Potosi replaced individual small producers on 
the Government’s published list of quotas at the start of 1933. The Cocha- 
bamba association first appeared on the list for November, 1933. 
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quota monthly to each association, which in turn distributed it 
among its members. The associations’ distributions were sub- 
ject, however, to prior approval by the government. An appeal 
to the government of individual quotas assigned by an associa- 
tion was possible under certain conditions. A Council for the 
Control of Tin Production and Export, composed of the depart- 
mental superintendent of mines, the engineer from his office, 
and the president of the association, was formed for each asso- 
ciation in order to determine periodically whether mines having 
quotas actually operated and produced their quotas.* 


Departmental associations were important cogs in Bolivia’s 
machinery for tin control in three respects: they handled the 
local details of quota distribution, while the government main- 
tained a centralized control; they aided in policing quotas by 
their detailed knowledge of local conditions; and they consti- 
tuted a recognized channel by which small producer opinion 
reached the government.® 


Medium producers, until 1939, were assigned quotas directly 
by the government. In 1939, a National Association of Medium 
Producers, with local boards in each of the four mining districts, 
was formed. Medium producers were required to register at 
the local boards. The National Association prepared periodi- 
cally a plan of quota allocations among its registered members, 
which served as the basis for the government’s quota assign- 
ments to medium producers. The new organization provided a 
more adequate representation for the medium producers before 
the government in the allocation of tin quotas,'® and enabled a 
closer control over the assignment and enforcement of quotas. 


Tin concentrates produced by small producers and some me- 
dium producers were sold abroad through commercial buyers or 


7 Regulatory Decree, July 23, 1934, Anuario administrativo, 1934, I, 
1277-80. 

8 There was a Federation of Departmental Associations, which presum- 
ably represented all small producers before the Government when necessary. 

9 Decree Law, April 26, 1939. Mario C. Araoz (ed.), Nuevo digesto de 
legislacion boliviana, V (1948) (La Paz, 1948), 73. 

10See U. S. Bureau of Mines, “Mineral Resources, Production, and 
Trade of Bolivia,” Foreign Minerals Quarterly, II (Oct., 1939), 63. 
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dealers. These activities were concentrated in three commercial 
houses. In November, 1932, the assignment of tin quotas to 
buyers and dealers was prohibited, and commercial houses were 
replaced on the quota list by small producers and, later, by the 
departmental associations.1* Commercial houses were given the 
right to export tin concentrates, purchased from or handled for 
small producers and within the latter’s assigned quotas.'* After 
1931, private commercial houses were gradually replaced as 
buyers or dealers in tin by governmental or semi-governmental 
institutions. Commercial banks were authorized to act as deal- 
ers or buyers for small producers in 1932 and the Mining Bank 
in 1936.13 In 1939, the Mining Bank was given the exclusive 
privilege for Bolivia of dealing in minerals, and commercial 
houses were ordered to liquidate their affairs within 120 days." 
In effect, this meant that all tin concentrates not produced by 
the three large producers or by medium producers exporting 
directly would be sold to or through the Mining Bank. 


The Patino, Hochschild, and Aramayo groups comprised the 
large producers. The government at times assigned quotas 


directly to each firm within a group and, at other times, to each 
group for such distribution as it wished. These groups exported 
abroad directly.?® 


11 Law, November 17, 1932, loc. cit. Some exceptions were made. 
12 Supreme Decree, July 23, 1934, loc. cit. See also Supreme Decree, 
May 6, 1938, Boletin comercial (La Paz), XX (June 15, 1938), 41-43. 


13 Decree Law, July 24, 1936, Anuarto administrativo, 1936, Il, 1405-18. 
See especially Article 32. The Mining Bank was an institution created by 
the Government to aid in the development of Bolivian mineral resources, 
especially by the provision of credits and other facilities for small pro- 
ducers. 

14 Decree Law, June 7, 1939, Articles 23-24, Banco central de Bolivia, 
Boletin (La Paz), X (April-June, 1939), xxxvi-xxxviii. 

15 The large producers along with some medium producers organized 
themselves voluntarily in 1924 into the Industrial Miners’ Association. 
Unlike the small and medium producer associations, the Industrial Miners’ 
Association played no part in the distribution of quotas among its mem- 
bers. See Asociacion de industriales mineros de Bolivia, XI Informe anual 
(La Paz, 1935), p. 34. 
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II. Distribution of the National Quota 

During 1931-39, the medium and small producers (Table 1) 
gradually received a larger share of the quotas distributed. The 
large producers as a group lost 8 percentage points of the quota 
during the period. This loss was not evenly distributed among 
the large producers. In percentage points, Patino lost 11; Ara- 
mayo, 3; and Hochschild gained 6. No internal distribution of 
Bolivia’s national quota was made during 1936-37, because Bo- 
lvia was underexporting her quota by 40 to 50 per cent. 


TABLE 1 


Allocation of Bolivia’s National Tin Quota Distributed, 1931-35, 
1938-39, and Tin Exports, 1929, 1936-37, by Producer Groups 











(Percentages) 
Large Producers Medium Small Grand 
Year Coverage Patino Hochschild Aramayo Total Producers Producers Total b 
1929 Exports 58.8 10.1 12.6 81.5 18.52 100 
1981¢ Ord. Quota 658.7 15.8 9.4 83.9 16.18 100 
1982 Ord. Quota 656.3 17.9 7.4 81.6 18.44 100 


1938 Ord. Quota 565.2 17.4 5.1 Cast 12.3 10.0 100 
1934 Ord.Quota 656.5 15.1 7.0 78.6 12.3 9.1 1004 
1934 BufferStock 61.3 17.4 8.1 86.8 13.2 0.0 100 
1985 Ord.Quota 52.9 15.4 9.2 77.6 13.1 9.4 100e 
1936 Exports 52.5 19.2 3.1 74.8 13.9 11.3 100 
1937 Exports 50.3 18.9 5.2 74.4 15.3 10.3 100 

































a Breakdown not available. 
b The national quota distributed did not always equal Bolivia’s national quota assigned by 
the ITC, especially during 1931-35. 
c Includes March through December. 
4 Excludes Government quota distributed among producers. 
e Includes Government quota of 750 metric tons distributed among producers. 
f No quotas were distributed internally. : 
g The Hochschild Group was awarded by Supreme Decree on June 6, 1988, 600 metric tons 
and the Aramayo Group, 150 metric tons in addition to that shown in the table. 
h Bolivia suspended her internal distribution on September 28, 1939. 











The ITCS became effective March 1, 1931. 


Exports 44.5 20.8 76.1 9.8 14.1 100 

II Ord. Quota 650.3 18.98 5.28 74.4 15.3 10.3 100 
III Ord. Quota 50.3 18.9 5.2 74.4 15.3 10.3 100 
Ord. Quota 46.0 26.0 5.0 77.0 13.0 10.0 100 





Ord. Quota 48.0 21.0 7.0 76.0 13.0 11.0 100 

II Ord. Quota 48.0 21.0 7.0 76.0 13.0 11.0 100 
1931-85 Ord. Quota 55.9 16.1 7.9 79.9 20.1 100 
1938-39 Ord. Quota 48.6 21.0 5.9 75.5 14.0 10.5 100 


Source: Percentages for 1929-35 were computed from data in: Investiga- 
cion del estano en Bolivia, El estano en Bolivia (La Paz, 1935), pp. 105, 
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111, unnumbered appendixes; Supreme Resolution, September 7, 1934; 
Banco central, Boletin, XI1I (Jan.-March, 1942), 34. For 1936-39, export 
percentages were computed from data in: Banco central, Boletin, XIII 
(Oct.-Dec., 1941), 38; El diario (La Paz), Oct. 18, 1938. Quota percent- 
ages from: Banco minero, Memoria, 1938; Supreme Decree, May 6, 1938; 
Supreme Decree, October 4, 1938; Boletin comercial, XX (Feb. 15, 1939), 
33; and unpublished material available in the U. S. Bureau of Mines. 


The Bolivian Government did not publish a statement of 
policy with respect to its quota distributions. The investigator 
must rely, therefore, upon an analysis of the quota assignments 
made, in order to determine the principal factors determining 
the Government’s distribution. Such a study reveals three fac- 
tors, which largely determined the tin quotas assigned Bolivian 
producers during 1931-39: (1) the base production year; (2) the 
Government’s urgent requirements for foreign exchange; and 
(3) pressures exerted upon the Government by the tin produc- 
ers. These factors were interrelated. 


The shares of individual producers in 1929 tin exports (Table 
1) served as the rough pattern for distributing quotas during 
1931-35, while shares in 1937 tin exports set the pattern for pro- 
ducer quotas during 1938-39. Certain modifications in the pat- 
tern of 1929 tin export shares were made, however, for the quota 
distributions of 1931-35, in order to adjust for the elimination 
or reduction after 1929 of the production capacity of mining 
firms. For example, the increase in 1931 over 1929 of the large 
producers’ share of tin exports no doubt was in part a conse- 
quence of the devastation wrought among medium and small 
producers by the decline of 37 per cent during 1930 in the ster- 
ling price of tin. Furthermore, quota recognition was given to 
some new or reorganized firms that had started to produce after 
1929,'* and to mergers and new developments that gave promise 
of future production.'* Recognition of new production capacity 


16 See Supreme Resolution, February 3, 1931, Anuario administrativo, 
1931, pp. 220-21; Supreme Resolution, September 4, 1933, Anuario admin- 
istrativo, 1933, pp. 832-33. 

17 The development of a number of mines consolidated into the Hochs- 
child Group was apparently the reason for the increase in the Hochschild 
Group quota from 10.1 per cent in 1929 to 15.8 per cent during 1931. 
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was not always prompt, however, nor was the 1929 capacity 
always accurately appraised.'® 


During 1931-39, the Bolivian Government was frequently 
hard-pressed for foreign exchange. The quest for foreign ex- 
change led directly to the Government-producer contracts of 
1931-35, to the Government tin quotas of 1934-35, and in part 
to the Government-producer contracts of 1937. These arrange- 


ments had a direct bearing on the distribution of Bolivia’s tin 
quota.” 


Bolivia was engaged in the Chaco War during 1932-35. Mate- 
rials of war required prompt payment and the Bolivian Govern- 
ment, having defaulted its foreign debts in 1930, was unable to 
secure additional foreign credits. The Government was, there- 
fore, forced to call upon the mining industry for advances in 
sterling against future tax payments or against compulsory 
future delivery of sterling, at arbitrary rates, to the Central 
Bank. During 1931-35, these advances amounted to nearly 
2,700,000pounds sterling of which the Patino Group advanced 
78 per cent; the Hochschild Group, 12 per cent; the Aramayo 
Group, 6 per cent; and medium producers, 4 per cent.*° The 
advances were so timed as to pull the Government through sev- 
eral economic and political crises. It is not surprising, there- 
fore, that the loan contracts between the Government and the 
producers often contained certain concessions to the producers, 
and that these concessions sometimes included Government com- 
mitments as to the proportion of the national tin quota which the 
group or company might export. 














18 The Government appended the following statement to the quota list 
for the third quarter of 1935: “Increases in a departmental association’s 
quota cannot be used to increase existing quotas, but will be used exclu- 
sively for granting requests for new quotas pending in the association and 
previously denied on the pretext that no increase was received from the 
Ministry for this purpose. This practice has caused many complaints.” 
El diario, Aug. 28, 1935. Author’s translation. See also Investigacion del 
estano en Bolivia, op. cit., pp. 139-40. 

19 The 1937 contracts are discussed below under producer pressures. 

“0 Data assembled from: Asociacion de Industriales mineros de Bolivia, 
op. cit., pp. 36-92. Small producers did not participate. 
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One example will serve to illustrate the relation of the con- 
tracts to producer quotas.*. On August 4, 1934, the Patino 
Group advanced 265,650 pounds sterling to the Government and 
signed a loan contract containing the following provision: 


The Supreme Government of Bolivia has acknowl- 
edged as a fixed and irrevocable quota of tin export for 
the Patino Group, 53.13 per cent of any Bolivian quota 
assigned by the International Tin Committee, now and 
in the future, and without regard to the severity of re- 
striction. This is done in view of certain conveniences 
(facilidades) and advances of foreign exchange ex- 
tended by this Group to the Government.*? 


The 53.13 per cent quota was clearly intended by the Patino 
group to be irrevicable in the sense that it would not cease to 
be guaranteed upon cancellation of the loan. 


The effect of these loan contracts was to freeze, as of the con- 
tract dates, the then existing shares in the national quota as- 
signed to enterprises which produced about 80 per cent of the 
Bolivian tin output. Since these shares were based on the 1929 


exports of each enterprise, the contracts perpetuated the dis- 
tribution made on the base year principle and retarded adjust- 
ments in recognition of changed production capacities.** 


Starting January, 1934, the Government proposed to reserve 
for itself, for the purpose of increasing its foreign exchange re- 


21 Loan contracts or authorizations for loan contracts containing some- 
what similar provisions to the example cited in the text are available as 
follows: Aramayo Group, Supreme Resolution, January 30, 1933, Anuario 
administrativo, 1933, pp. 122-24; Bolivian International Mining Corp., Su- 
preme Resolution, April 11, 1933, ibid., pp. 297-99. Hochschild Group, Vi- 
cente Mendoza Lopez, Las finanzas en Bolivia y la estrategia capitalista 
(La Paz: Escuela Tip. Salesiana, 1940), pp. 363-64. 

22 Clause 2a, Mendoza Lopez, op. cit., p. 361. Author’s translation 
and italics. 

23 Ibid., pp. 361-63. 

24The Bolivian Tin Investigating Committee estimated that as of Sep- 
tember 30, 1935, Government contracts assured the Patino Group of a quota 
share about 7.5 percentage points greater than was justified by the Group’s 
production capacity. Investigacion de] estano en Bolivia, op. cit., unnum- 
bered appendix. 
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ceipts, 50 per cent of all increases in Bolivia’s national quota, 
the remaining 50 per cent to be distributed among the producers.*5 
The Government quota was to be purchased from producers or 
dealers and sold abroad on Government account. A Govern- 
ment quota could contribute to the Government’s foreign ex- 
change position in two ways. First, a moderate quota assigned 
to the Government could be used for correcting obvious errors 
in regular quota assignments and, or for providing for new pro- 
ducers or expansion of existing facilities. In this manner, the 
Government might combat the possibility of underexport and 
under existing exchange control regulations, thereby assure it- 
self of larger foreign exchange receipts. Second, given any 
volume of tin exports, the Government quota could provide the 
State with a greater quantity of foreign exchange than would 
have accrued to it by total distribution of increases in the na- 
tional quota through regular channels and direct export by tin 
producers. Under existing law, tin exporters were delivering 
about 47 per cent of their exchange receipts to the Government. 
There was no certainty that additional deliveries would be made 
voluntarily. By reserving a tin quota to itself and selling the 
tin abroad on its own account, the Government acquired direct 
control over the total exchange receipts from this source. Since 
realization expenses (expenses in moving tin to the world market, 
including smelting) abroad were met from these receipts, the net 
gain in foreign exchange to the Government was probably not 
large; theoretically, there could have been a net loss, if realiza- 
tion expenses exceeded compulsory deliveries of exchange.'* 


The Government quota enabled certain tin producers to export 
more than their regularly assigned quotas. During 1934-35, 
probably 1,800 to 2,900 metric tons of Bolivia’s national quota 
was used in this manner. The distribution for 1934 is not avail- 
able, but in 1935, 650 metric tons went to the small and medium 


25 Supreme Decree, December 20, 1933, Anuario administrativo, 1933, 
pp. 1251-52. 

26 These remarks assume that no exchange was made available to the 
Government over and above compulsory deliveries, which was roughly true 
at the time. 
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producers and 100 metric tons, to the Hochschild Group. Some 
large producers and others with Government contracts were 
strongly opposed to this use of a Government quota, for it 
seemed to violate their contract rights.27 Thus, the distribu- 
tion of the Government quota probably served to counteract to 
some extent the effect of the contracts and the base year 
principle. 


Conflicting pressures on the Government by individual pro- 
ducers or groups of producers were an important element in de- 
termining the distribution of the internal quotas throughout 
1931-39. The best recorded example involves the struggle 
among the large producers over their relative share in the na- 
tional quotas during 1938-39. When internal quotas were reim- 
posed in the spring of 1938,°5 the Patino Group requested a 
quota at least equivalent to the 53.13 per cent assigned the Group 
in its 1934 contract with the Government, while the Hochschild 
Group demanded an increase of about 14 percentage points over 
its average 1931-35 quota at the expense of the Patino Group.*® 
The press was mobilized by each group and the controversy 
raged throughout 1938.*° 


The Government was confronted with a technical problem and 
a legal problem. The technical problem concerned the relative 
production capacities of the two groups. It would have taken 
several competent, disinterested mining engineers a good many 


*7 The Bolivian International Mining Corp. took its case before the Gov- 
ernment, but lost. Supreme Resolution, April 23, 1934, Anuario adminis- 
trativo, 1934, I, 767. 

28 The 1937-38 recession in the United States reduced the world demand 
for tin and forced the ITC to cut Bolivia’s quota below current tin output. 
Therefore, during the second quarter of 1938, Bolivia imposed restrictions 
on individual producers by reinstituting internal quotas. 

“9 The Hochschild Group requested a 30 per cent quota compared with an 
average of 16.1 per cent (Table 1) during 1931-35. Mining Journal (Lon- 
don), CCII (Sept. 17, 1938), 872. 

30 The specific bases for each Group’s position are recorded in a series of 
articles written by the principals in the controversy and published in the 
Boletin comercial, XX (May 15, 1938), 43-57, 61-73, 79-87; ibid., XX (June 
15, 1938), 21-27, 47-57. 
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months to determine the real facts of the case; the most com- 
petent technical personnel in the country were in the employ of 
the companies to be investigated; and time was short. The legal 
problem concerned the Government’s contractual obligations 
with the producers. There were two sets of Government-pro- 
ducer contracts outstanding in 1938: those which the Govern- 
ment entered into during the Chaco War, and a new group 
arising out of the Government’s efforts in 1937 to increase pro- 
duction and investment in the tin industry.*! The Hochschild 
and Aramayo 1937 contracts contained commitments by these 
producers to undertake certain new investments, in return for 
which they were guaranteed full recognition of the new pro- 
duction capacity whenever restriction was reinstated.*? In 1938, 
it was to the advantage of these producers to urge upon the Gov- 
ernment full recognition of its 1937 contract obligations, since 
this would result in greater quota shares than each producer 
received in 1935.** The Patino Group however, apparently had 
more to gain by defending the irrevocability of its 53.13 per 
cent quota, awarded by contract in 1934, and ignoring its one- 
year contract signed in 1937. Thus, the demands of all three 
large producers were based on contracts signed by the produc- 
ers with the Government. The total quota requests of the large 
producers were too large to be met in full at the expense of the 
medium and small producers. The Political Constitution of 
Bolivia required the state to observe its contracts. The con- 
tracts had boomeranged. 


The Government appointed a five-man non-technical commit- 
tee to recommend a quota distribution, and as a stop-gap meas- 
ure, made a provisional quota distribution for the second quarter 


31 These contracts were signed, usually for a two-year period, by a num- 
ber of companies. See Supreme Decree, January 22, 1937, Anuario admin- 
astrativo, 1937, I, pp. 141-44. 

32 See Mendoza Lopez, op. cit., p. 365; L. Ibanez Velasco, “El problema 
de la distribucion de cupos a los exportadores de estano,’” Revista de haci- 
enda (La Paz), I (Jan.-March, 1939), 51-63. 

33 This was true since these companies had actually spent considerable 
sums in carrying out their part of the contracts. Mining Journal, CCII 
(July 9, 1938), vii; Boletin minero de la sociedad nacional de mineria (San- 
tiago, Chile), V (Aug., 1938), 684-86. 
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of 1938 based on 1937 production.** The committee failed to 
agree and produced three completely different distributions for 
the large producers.*® On June 22, a three-man technical com- 
mission was organized to visit the mines and set quotas in ac- 
cordance with existing production capacities. The provisional 
second quarter distribution was continued for the third quarter. 
The technical commission’s report proved decidedly favorable 
to the Hochschild cause, and recommended that the Hochschild 
Group receive a quota of 27 to 26 per cent, and the Patino Group 
41 to 42 per cent.** On September 24, in a memorandum to the 
President of Bolivia, the Patino Group opened a devastating 
campaign to discredit the report®? This pressure apparently 
bore fruit, for the quotas for the fourth quarter were more 
favorable to the Patino Group than the technical commission’s 
recommendations,** although far less favorable than the Group 
desired.*® Furthermore, the Patino Group was guaranteed a 10 
per cent increase in its quota upon distribution of any increases 
in Bolivia’s quota. The contracts were suspended, regardless 
of their nature. 


The quota distribution was modified again for the first quar- 
ter of 1939 in favor of Patino, Aramayo, and the small pro- 


34 Supreme Decree, May 6, 1938, loc. cit. The Hochschild and Aramayo 
Groups received additional shares in June. Supreme Decree, June 6, 1938, 
Anuario administrativo, 1938, I, 1036-37. 

35 Mining Journal, CCIi (Sept. 17, 1988), 872. 

36 The principal sections of this report are recorded in Mendoza Lopez, 
op cit., pp. 367-72. 

37 Ibid., pp. 372-77. El diario, Sept. 28-30, Oct. 1-2, 1938. 

33“TIn accordance with the report, the monthly quota corresponding to 
Patino Mines would have been only 469 [metric] tons. The company’s rep- 
resentatives objected to the Commission’s suggestions and recommendations. 
. . - Our complaints to the Government finally resulted in the company’s 
quota being fixed at ...527 [metric] tons per month.” Patino Mines and 
Enterprises Consolidated (Inc.), Annual Report, 1938, p. 4; hereinafter 
cited as Patino Mines. 


39“ |, . our company’s monthly quota for the second half of the year 
should have been 608 metric tons. However, only 527 [metric] tons were 
assigned. . .. this decrease having caused serious harm and an appreciable 


increase in costs.” Ibid. 
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ducers.*° The Bolivian Minister of Finance, who attended the 
Council of Ministers at which the new quotas were determined, 
has taken the position that the reduction in the Hochschild 
Group quota was the direct result of pressure exerted on the 
Government by other large producers.*! 


III. Compliance with the National Quota 


During 1931-39, Bolivia (Tables 2-3) in general failed to 
comply with her national export quotas assigned by the ITC. 
Both in frequency of occurrence and in volume, Bolivia failed to 
comply by underexporting. Bolivia’s net underexport during 
the period amounted to 18 per cent of her quota. In five of the 
nine years under the ITCS she underexported, in three she over- 
exported, and in one exports almost matched the quota. During 
years in which internal quotas were assigned, the large producers, 
especially the Patino Group, complied more closely with the 
quotas than did the medium and small producers. 


TABLE 2 


Underexport (—) and Overexport (+) of Ordinary Quotas 
Assigned Bolivia, 1931-39° 


(Percentages) 

Per cent Per cent 
Year (—) or (+) Year (—) or (+) 
1931 +2.1 1936 —39.1 
1932 +6.9 1937 —48.8 
1933 +0.1 1938 +17.6 
1934 —1.7 1939 —22.3 
1935 —8.9 1931-39 —17.8 


8 Excludes Buffer Stock quotas and exports against these quotas. 


Sources: Computed from data in: Banco central de Bolivia, Memorias, 
1931-38 (La Paz); Banco central, Boletin, X (July-Sept., 1938), 31; ibid., 
X (Oct.-Dec., 1938), 18; ibid., (Jan.-March, 1942), 34. 


40 Supreme Decree, January 25, 1939, Banco central, Boletin, X (Jan.- 
March, 1939), 47-48. 

41 Mendoza Lopez, op. cit., pp. 379-80. Vicente Mendoza Lopez was the 
Minister of Finance. 
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TABLE 3 


Underexport (—) and Overexport (+) of Ordinary Quotas 
Distributed, 1931-39, by Producer Groups 


(Percentages) * 


Large Producers 


Patino Hochschild Aramayo Medium-Small 
Year Group Group Group Total Producers 


1931-35° —0.9 — 3.7 —19.0 — 3.3 + 9.3 
1938-39° —0.6 +26.7° +41.3! +10.3 +14.8 
1931-39¢ —0.8 + 3.7 — 9.9 — 0.7 +10.6 

a Algebraic difference of exports minus quota actually distributed in- 
ternally divided by quota distributed. 

b Does not include 1934. 

¢ Includes last three quarters of 1938 and first two quarters of 1939. 

4 Overstates overexport because certain supplemental quotas in 1938 
were excluded for lack of data. 


e Bolivia did not distribute her quota internally during 1936-37 nor dur- 
ing part of 1938-39. 


Sources: Computed from data in: Investigacion del estano en Bolivia, 
op cit., unnumbered appendices; Banco central, Boletin, X (July-Sept., 
1938), 42-44; ibid., X (Oct.-Dec., 1938), 18; ibid., X (April-June,1939), 22; 
El diario, Oct. 18, 1938; sources cited in Table 1. 


During 1931-32, there were two main reasons for the over- 
export. (1) The Government in 1931 for some reason dis- 
tributed among producers for export a tonnage greater than its 
national quota. Since overall producer compliance with in- 
ternally distributed quotas was good, this act on the Govern- 
ment’s part accounts for most of the overexport during this 
year. (2) The Government failed to establish until after July 
1932 the machinery necessary to insure compliance with quotas. 
There was in fact no urgent need for such machinery during 
the early months of control, because low tin prices made it un- 
profitable for Bolivian producers to produce the quota,** but the 


42 During the first three months of the ITCS, Bolivia failed to assign 
producer quotas, yet Bolivia underexported her national quota by 100 
metric tons. Export data also indicate that Bolivia did not make heavy 
shipments of tin concentrates during January and February of 1931 in 
anticipation of restriction. 
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temporary rise in the price of tin during the last half of 1931 
and the sustained rise after April, 1932 created a pressing need 
for compliance machinery. The Government’s failure to act 
promptly in setting up this machinery casts some doubt upon its 
willingness to undertake restriction within its quota.** Bolivia’s 
overexport during 1938 was attributable to sharp reductions in 
her quota, inability to arrive promptly at a satisfactory distri- 
bution of the quota, and unwillingness to enforce those producer 
quotas which were assigned.** 


During 1934-37 underexports mounted steadily for three prin- 
cipal reasons: (1) the successive ITCSs assessed Bolivia’s share 
in world export quotas too high relative to her long-run produc- 
tion capacity; (2) Bolivia experienced a shortage of mining 
labor during most of the period; and (3) there was strong pro- 
ducer opposition to the system of compulsory delivery of tin 
export drafts to the Government. 


The tin production capacity of British Malaya and the Neth- 
erlands East Indies increased substantially after the standard 
assessment year of 1929,*° while Bolivia’s tin production capacity 
decreased. Bolivia’s rich tin ores were gradually exhausted dur- 
ing the 30s,**° and no new deposits of rich ore were discovered 
which were large enough to reverse this trend. The significance 
of this decline in high-grade ore rests in the fact that given 
any level of metallurgical science and any one grade of con- 
centrates ready for shipment, the recovery of tin from the ore 
falls with a reduction in the grade of ore mined. In other words, 
the cost per unit of tin recovered is higher. This put a premium 


43 This is understandable, since the Chaco War was under way, foreign 
exchange was needed, and tin constituted the largest source. 

44 The Central Bank’s international reserves were reduced by over one- 
third during 1938, and Bolivia may have considered it wiser to overexport 
and battle it out with the ITC than to endanger further her exchange 
position. 

45K, E. Knorr, Tin Under Control (Stanford University: Food Research 
Institute, 1945), p. 229. 

46 See Patino Mines, Annual Reports, 1929-40; summaries of annual re- 
ports of Compagnie Aramayo de mines en Bolivia; Mining Journal, (1930- 
39); U. S. Bureau of Mines, op cit., 28. 
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on advances in tin metallurgical techniques and their applica- 
tion in Bolivia, but none was forthcoming on any great scale 
until 1937.47 Furthermore, Bolivian producers were unable at 
aging the 1929 level, it was to be expected that old producers 
would usually not find it profitable to produce up to their 1929 
output and that all marginal producers would not resume pro- 
duction. Since Bolivia’s share in world tin export quotas was 
not altered sufficiently in renewals of the ITCS to allow for these 
changes in the relative production capacity of various countries, 
Bolivia’s capacity was relatively overassessed. 


Those producers who found it profitable and were willing to 
produce during 1934-37 were not always able to secure sufficient 
suitable mining labor to do so. Underexport during the first 
half of 1934 was largely attributable to the recruiting of skilled 
mining labor by the Army. The labor shortage in the mines 
failed to improve perceptibly with the end of the Chaco War; 
yet, rising national quotas required more tin production. Death, 
disability, and migrations to neighboring countries withdrew 
large numbers from the mining labor force. Veterans who were 
in good health and who had ready cash were not eager to return 
to the fields or to the mines. Unemployment increased in the 
cities, while labor was scarce in agricultural and mining dis- 
tricts.*° Measures taken by the Government to remedy the sit- 
uation proved ineffective. The labor shortage was eased to some 
extent, however, in certain mines by sacrificing future for 


47U. S. Bureau of Foreign and Domestic Commerce, “Commercial and 
Industrial Survey of Bolivia,” Special Circular No. 388, Dec., 1937, pp. 20-22. 
this time to counteract the higher recovery costs by turning low- 


grade ores into low-grade concentrates.*® With tin prices aver- 
48 The cost per ton of fine tin placed on the London market was appar- 
ently lower for high-grade than for low-grade concentrates. See discus- 
sions between Mauricio Hochschild and Frank V. Pearce of Williams, 
Harvey & Co., British smelters, in Mining Journal, CLXXXXVIII (Sept. 
4, 1937), 800-01; zbid.. CLXXXXVIII (Sept. 18, 1937), 835; and ibid., 
CLXXXXIX (Oct. 2, 1937), 878. The volume of low-grade concentrate ex- 
ported by any one producer was also limited by decree, Supreme Decree, 
January 24, 1935, Article 9, Anuario administrativo, 1955, I, 98-106. 
49 El diario, July 1, 1936. 
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current tin production—by foregoing development and explora- 
tory work.*° 


Those producers able to produce and to export were not al- 
ways willing to do so. The tin producers were irked by exchange 
control which forced them to sell prescribed amounts of foreign 
exchange for national currency to the Government at prices 
far below the curb market. Many producers tended to accumu- 
late large boliviano balances. Furthermore, money costs of pro- 
duction were increasing as a result of internal inflation. The 
producers sought relief in the form of a reduction in the per- 
centage of tin export drafts delivered to the Central Bank, in 
the form of a reduction in the sterling value of the boliviano, or 
in both. The Government did not possess sufficient interna- 
tional reserves to place it beyond embarrassment by any effort 
on the part of producers to restrict tin exports. As a result tin 
exports apparently were withheld to some extent either to prod 
the Government or in anticipation of Government action during 
the last part of 1935, the first quarter of 1936, the last half of 
1936, and the first 6 months of 1937.°! 
























In spite of the persistent underexport of her quotas after 
1933, Bolivia apparently maintained a relatively strong bargain- 
ing position in the ITC.°* Bolivia was forced to cede a large 




















50 Bolivia’s underexport of 354 metric tons in 1934 was caused in part by 
the decision of Llallagua, Bolivia’s largest tin mine, to resume temporarily 
development and exploration at the expense of current production. Patino 
Mines, Annual Report, 1933, pp. 14-15. 

51 Exports failed to respond vigorously to higher quotas during the third 
quarter of 1939 in part because of the producers’ opposition to the Decree- 
Law of June 7, 1939. This decree closed important loopholes in the com- 
pulsory delivery of tin export drafts and in Bolivia’s corporation income 
tax; nationalized the Mining Bank; prohibited private ore buyers and 
dealers from operating after 120 days; and imposed severe penalties upon 
violators of the law. 

52 Bolivia’s influence in the ITC is sometimes understimated in this 
author’s opinion. For example, it has been stated that Britain could 
probably count upon a majority in the ITC on any fundamental issue, be- 
cause out of 20 votes in the ITC she controlled seven directly (Malaya, five 
and Nigeria, two), and because she possessed some leverage over the Boliv- 
ian delegation by her virtual monopoly of the smelting facilities available 







20 INTER-AMERICAN ECONOMIC AFFAIRS 


part of her accumulated unexported quotas to the low-cost pro- 
ducing countries in 1936 and 1938, but in the renewal of the 
ITCS at the start of 1937 she sustained only a slight reduction in 
her share of future world export quotas. This reduction was 
made along with a somewhat smaller concession by the Belgian 
Congo in favor of Thailand and represented part of the price 
paid by the signatory countries to insure Thailand’s adherence 
to the ITCS. 


Contraband shipments of tin from Bolivia were negligible 
during 1931-39. Contraband shipments are more likely to occur 
when a country is hard pressed to keep within its quota. Dur- 
ing five of the nine years of tin control, Bolivia underexported 
her ordinary quota. In three of the remaining years, the Gov- 
ernment either had no adequate compliance machinery and pro- 
cedures, or did not enforce the procedures it had. Thus, use of 
legitimate channels was possible and practicable, if producers 
wished to overexport.®*. In the remaining year, when Bolivia 
complied with her quota, smuggling could have occurred, but 
probably did not. Bolivia is landlocked and the Altiplano, where 
tin is produced, is accessible by only a few routes. Tin in the 
form exported from Bolivia is bulky for its value. Even though 
the exit from Bolivia were successfully accomplished, the con- 
centrates would ultimately find their way to the smelteries which 


for Bolivian concentrates. Leo Fishman, “Wartime Control of Tin in 
Great Britain, 1939-41,” Journal of Political Economy, L1V (Oct., 1946), 
415. This ignores the fact that Patino Mines, through General Tin Indus- 
tries, Inc., a wholly-owned subsidiary, acquired in 1929 the total shares in 
the smelting plant of Williams, Harvey & Co., Ltd. In 1930, Williams, 
Harvey & Co., Ltd. was consolidated with the Eastern Smelting Co., Ltd., 
the Cornish Tin Smelting Co., Ltd., and the Penpoll Tin Smelting Co., all 
forming the Consolidated Tin Smelters Limited. This smelting unit with 
a capacity of 95,000 tons of fine tin (50 per cent of the world production in 
a good year) was the largest smelting unit in the world. Patino’s partici- 
pation and influence in Consolidated was “substantial.’”’ Furthermore, 
Patino Mines, through General Tin Industries, Inc. and the British Tin 
Investment Corporation, Ltd., controlled large tin interests in Malaya. 
Patino’s interests extended even into Nigeria and the Netherlands East 
Indies. 

53 If these channels had not been used, reported overexports would have 
been lower. 
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were so few in number that any contraband shipments of sig- 
nificant volume would have been detected. Furthermore, the 
Bolivians no doubt felt there was too much at stake to risk dis- 
integration of the ITCS by contraband shipments. 

Although Bolivia maintained no machinery for controlling 
production as distinct from export, internal stocks were never ° 
accumulated in sufficient quantities to violate her obligations 
under the ITCS. Prior to 1937, stocks probably never exceeded 
in volume 5 per cent of Bolivia’s 1929 tin exports and usually 
were much less. In 1939, internal stocks amounted to about 11 
per cent of Bolivia’s 1929 tin exports, but the ITCS permitted 
25 per cent. 

It has been assumed above that quotas remained as assigned, 
and compliance has been measured by performance in exporting 
or producing against these quotas. Transfer of quota rights or 
practices amounting to this were engaged in to some extent by 
many producers,‘ although quota rights transferred during the 
period probably did not involve a large tonnage. The Govern- 
ment never seems to have encouraged the practice, and at var- 
ious times issued decrees with provisions which prohibited or 
limited the possibility of quota transfers.™ 


IV. Implications for Surplus-Adjustment ICCAs 


ICCAs were so operated during the inter-war years as to 
avoid onerous supply adjustments. Some ICCAs were initiated 
for this very purpose. The Havana Charter for an Interna- 
tional Trade Organization, however, explicitly recognizes ICCAs 
as instruments for promoting and assisting supply adjustments 
—as surplus-adjustment ICCAs. As a condition for the conclu- 
sion and the operation of ICCAs by member countries, each 
member must “formulate and adopt programmes of internal 


54 See Asociacion de Industriales mineros de Bolivia, op. cit., p. 34; 
Boletin comercial, XVIII (Oct. 1, 1935), 29-31; Patino Mines, Annual Re- 
port, 1934, p. 9, note (b); U. S. Department of State, Dispatch, La Paz, 
Feb. 1, 1939, File No. 824.6354/197, p. 3. 

55 For example, Supreme Decree, January 24, 1935, Article 9, loc. cit.; 
Supreme Decree, May 6, 1938, Article 6, loc. cit.; Supreme Decree, January 
25, 1939, Article 2, loc. cit. 
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economic adjustment believed to be adequate to ensure as much 
progress as practicable within the duration of the agreement 
towards solution of the commodity problem involved.” °** The 
ICCA by regulation of the supply and the price of the commodity 
is to serve as a means of alleviating or preventing serious eco- 
nomic difficulties, while the program is being carried out. 


Operating a surplus adjustment program in conjunction with 
an ICCA assumes that at best the ICCA will be administered 
within the country concerned in a positive fashion so as to assist 
in effecting the adjustments in the industry, or that at worst the 
ICCA will be administered so as not to retard the program.** 
In practice, an ICCA cannot provide an umbrella under which 
an adjustment program is effectively applied and remain neutral. 
Internal distributions of production and export quotas, for ex- 
ample, can hardly be neutral with respect to a vigorous surplus- 
adjustment program. Countries engaging in surplus-adjust- 
ment programs must gradually eliminate relatively high-cost 
producers from the industry, and frequently will wish to dis- 
tribute internally the export or production quotas so as to pre- 
cipitate the exodus. The Bolivian Government, of course, did 
not allocate the national tin quota during 1931-39 with a view 


56 The desirability of making approval of ICCAs contingent upon adop- 
tion of an adequate program for reallocation of resources has been ex- 
pressed by many investigators of ICCAs. For example, see the report of 
the Committee on Cartels and Monopoly appointed by the Twentieth Cen- 
tury Fund, George W. Stocking and Myron W. Watkins, Cartels or Com- 
petition? (New York: Twentieth Century Fund, 1948), pp. 440-50; Ed- 
ward S. Mason, Controlling World Trade (New York: McGraw-Hill Book 
Co., Inc., 1946), pp. 238-39. 

57ICCAs are administered on two levels: the international and the 
national. The intent of the Havana Charter provisions is to permit the 
individual countries to control the nature and execution of their own supply 
adjustment programs. Although each country could enter into an ICCA 
which provided for a gradual lowering of the world price of the commodity 
controlled or for a gradual reallocation of quotas away from high-cost 
producing countries, no high-cost producing country is likely to acquiesce 
to this procedure in practice, since power to regulate the internal supply 
adjustment will have been delegated, in effect, to an international body. 
Thus, it is the relation of a country’s internal supply adjustment program 
and its local administration of the ICCA that will require coordination. 
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to minimizing production costs.°*. This no doubt was counter- 
acted to some extent by the ability of large producer groups, 
which included several companies and numerous mines, to mini- 
mize costs within each group, and by the practice of transferring 
quota right.®* It is doubtful, however, that quota transfers in 
themselves contribute much to bringing about a downward ad- | 
justment in supply. Some high-cost producers may find it easier 
to remain in the industry by purchasing quota rights than with- 
out this privilege. Furthermore, those producers, who find it 
desirable to sell their quota rights and close their mines, will 
probably not withdraw from the industry as long as they receive 
income from the sale of their quota rights, and as long as they 
expect an ICCA to succeed in maintaining a renumerative price 
for the commodity controlled. Although Bolivia’s experience 
indicates that administration of an ICCA will probably be a 
weak force in pushing relatively high-cost producers out of an 
industry, this may not be true in countries where facilities for 
producing the commodity controlled are owned in whole or in 
part by the Government.*® This condition is not widespread, 
however, among basic commodities in countries which are likely 
to become members of the ITC. 


Assurance that a surplus-adjustment program has progressed 
satisfactorily during the life of an ICCA might be secured by 
following the general principle that renewal agreements should 
be prohibited unless those countries in which the major ad- 
justments are required accept a lower percentage of the world 


58 See Section II above. : 

59 Experience in this respect under the International Rubber Regulation 
Agreement, however, does not seem to have been encouraging. See P. T. 
Bauer, The Rubber Industry (Cambridge: Harvard University Press, 1948), 
pp. 204-05. 

60 The Government owns in whole or in part the major tin companies in 
the Netherlands East Indies. This may account for the conclusion of 
G. H. C. Hart, a Dutchman with long experience in commodity controls in 
the N.E.I., that “The cooperating producing countries should agree to en- 
courage progressive production... by... indirect (withdrawal of licenses 
from inefficient producers) methods.” Cited in J. S. Davis, International 
Commodity Agreements: Hope, Illusion, or Menace? (New York: Com- 
mittee on International Economic Policy, 1947), p. 21. 
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quota than in the preceding agreement. Bolivia’s experience 
gives no support to the belief that countries whose production 
capacities are overassessed will lose considerable bargaining 
power in renegotiation of ICCAs by reason of underexport. It 
can be expected, however, their quotas will be somewhat weaker 
under ICCAs negotiated within the framework of the Havana 
Charter, since consuming countries will be represented with a 
vote. In order for consumer votes to be effective, however, full 
information must be available concerning the production capac- 
ity of producing countries at various levels of the world price. 


Surplus-adjustment programs should attempt not only to 
eliminate inefficient producers, but also to encourage the use of 
progressive and efficient production methods among those pro- 
ducers who remain. Space limitations have prevented consid- 
eration of the effect of the ITCS on new investment in Bolivia. 
It is the author’s view, however, that the ITCS, when really 
operative, tended to retard new investment in Bolivia, not so 
much in new mines, but in the modernization and expansion of 
the facilities of the three large producing groups, who were not 
assured of export quotas for new output. Administrators of 
future surplus-adjustment programs may need to provide funds 
for research into new methods and must impress upon the rela- 
tively low-cost producers that they will at some future date be 
subject to world competition. 


Both pushing (for example, withdrawal of quotas from high- 
cost producers) and pulling (making alternative employments 
attractive) are required to effect a reallocation of resources. 
The weaker the pushing force, the stronger must be the pulling 
force. A surplus-adjustment ICCA will usually require a very 
strong pulling force in countries such as Bolivia. This raises 
additional problems of an international investment code which 
would permit private capital to flow more freely into undeveloped 
countries without fear of expropriation or of inability to with- 
draw the rewards of capital, but these problems require another 
paper. 
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By ID. Tred Reppy 


The most significant phase of the relations of Italy and Latin 
America has been the impact of Italian immigrants with their 
fertility, brawn, and skills. Italian immigrants vastly increased 
the productivity of Latin America, stimulated trade and naviga- 
tion between Italy and the Latin-American countries, probably 
encouraged capitalists of the home country to make Latin-Ameri- 
can investments, and frequently became the subject of diplo- 
matic relations. 


Almost five million Italians entered Latin America between 
1825 and 1940. Argentina, Brazil, and Uruguay were the major 
recipients, but many thousands went to Paraguay, Chile, Ven- 
ezuela, and Mexico, and most of the other nations received sev- 
eral thousand each. Somewhere between a third and a half of 
the total eventually returned home or moved elsewhere—the 
ratio of departures varied with time and country, of course— 
but the majority remained and multiplied rapidly. The popu- 
lation of Italian or part-Italian blood in Latin America around 
the middle of the twentieth century probably exceeded eight 
millions. It composed about a third of the inhabitants of Argen- 
tina and Uruguay and almost as large a proportion in Sao Paulo 
and two or three other southern states of Brazil, although no 
more than seven or eight per cent of the total Brazilian popula- 
tion; and while inhabitants of Italian or part-Italian descent 
made up only a small fraction of the population in the other 
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countries, few of these, excepting the small republics of the 
Caribbean, had less than two thousand, and three—Venezuela, 
Peru, and Chile—had from twelve to twenty thousand each. 
Capital invested by Italians living at home may be withdrawn or 
disappear; the large increment of Italian blood will remain. 


Table 1 is intended to emphasize this important phase of the 
subject. No claim is made for the figures presented except that 
they are reasonable approximations. 


1The most convenient source of information for Italian emigration to 
Latin America down to 1926 is International Migrations (2 vols., New 
York), a collaborative work edited by Walter F. Willcox. I know of no 
similar work covering the period since 1926, but Commercial Pan America, 
No. 87 (Washington, D. C., August 1939), a mimeographed publication is- 
sued by the Pan American Union, contains much useful data compiled 
mainly from Latin-American sources. In arriving at the figures pre- 
sented in Table 1 both of these works have been heavily relied upon, but I 
have used many other sources of information, sources so numerous and 
scattered that they cannot be conveniently cited here. It is only fair to 
warn the reader that my figures for the population of Italian descent in 
Latin America in 1940 are not compiled from official censuses; govern- 
ments, as a rule, are not interested in the blood composition of their citi- 
zens, particularly the various groups composing the Caucasian element. 
The figures are arrived at largely by inference and conjecture. Robert B. 
Foerster’s scholarly work, The Italian Emigration of Our Times (Cambridge, 
1919), pp. 275-276, 308, gives estimates which have been used as the basis 
for cautious projection into the more recent period. During the critical 
years of World War II, when it was widely suspected that the Axis powers 
were trying to utilize racial blocs in Latin America for sinister purposes, 
journalists of the United States attempted to ascertain the approximate 
numbers composing the German and Italian population, and apparently 
obtained their figures in many cases from Latin-American officials. Un- 
fortunately these journalists sometimes failed to indicate whether they 
were referring to all residents of German or italian blood or merely to 
those who had retained their original nationality. I have compared their 
data with the latest available official census of foreigners, and I am con- 
fident that the figures I have given are sufficiently accurate for a correct 
general view. Among the journalists, Hubert Herring, Good Neighbors 
(New Haven, 1941), pp. 78, 247, 255-256, 259, 265, 271-275, 308, and John 
Gunther, Inside Latin America (New York, 1941), pp. 144, 157, 171, 215, 
309, present the completest estimates, but in many instances I have not 
accepted their figures. 
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TABLE 1 
The Italian Element in Latin America 


No. of Immigrants Population of Italian 


Country or Region 1825-1940 Descent, 1940 
Brazil —..__.. Saas 3,200,000 
Argentina __..........8,000,000 4,300,000 
i acres sn. 200000 700,000 
i), a 7,000 
Re 6,000 
EE 20,000 
TD siscsiceccatsatansinlelan iil eee. 15,000 18,000 
A 12,000 
NN a 4,000 2,000 
RMD: er lS oe 2), 2,000 1,800 
Central America... 8,000 1,500 
Cuba, Haiti, Dom. Rep. __... 6,000 1,200 

TN ass atsieistk sts dndcrisscncsorin oa 8,269,500 


The Italian immigrant contribution to the economic develop- 
ment of Latin America cannot be accurately measured, but there 
is no doubt of its significance, especially in such countries as 
Argentina, Uruguay, Brazil, Peru, and Paraguay. The Italians 
gave a vigorous impetus to the wine industries of Argentina, 
Chile, and Peru, to the cultivation of cereals in Argentina, Uru- 
guay, and Brazil, and to the Brazilian coffee industry. They 
were also active in mercantile enterprises, in the cultivation of 
fruits and vegetables, in the dairy industry, in banking, in min- 
ing and manufacturing, in the building trades, in barbering 
and boot-blacking, and in public works, supplying much of the 
common labor for the construction of railways and port facilities.” 


Italians of the second and third generations were also fairly 
active in politics. Passing over the humbler posts they held in 


2 Foerster, pp. 223-319, deals fully with the Italian contribution in Argen- 
tina and Brazil, but he devotes little attention to the other Latin-American 
countries. See also Antonio Franceschini, L’Emigrazione Italiana Nell’ 
America del Sud (Rome, 1908), pp. 2-38, et passim; Carleton Beals, The 
Coming Struggle for Latin America (Philadelphia and New York, 1938), 
pp. 88-89; Herring, pp. 265 et passim; and notes 7, 9, and 10, below. 
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government and political organizations, it can be noted that 
at least four of them rose to the highest office in their adopted 
countries. Carlos Pellegrini became vice-president and then 
president of Argentina; Arturo Alesandri was twice president 
of Chile; Jose P. Guggiari served as chief executive of Para- 
guay; and Juan B. Vicini Burgos became provisional president 
of the Dominican Republic. Among those who attained only 
a little less prominence were Vicente Lombardo Toledano, the 
Mexican labor leader; Juan B. Rosetti, Chilean minister of for- 
eign affairs; César Charlone, a vice-president, and Pedro Manini 
Rios, a minister of the interior, of Uruguay; and Juan N. Ton- 
azzi, Miguel J. Culaciati, José P. Tamborini, and a score of 
other political figures in Argentina.* 


Thousands of Italians accumulated considerable fortunes in 
Latin America and a few—Francisco Matarazzo in Brazil and 
Gino Salocchi in Peru, for instance—became immensely wealthy ; 
but it is likely that the vast majority never rose far above 
the lowly position they occupied when they arrived: they 
sowed and tilled but others reaped most of the harvest. Nota 
few of the more successful returned to Italy where they built 
their mansions and became known as “Americani.”” Whatever 
the fate of those who cast their lot permanently in Latin Amer- 
ica, it could hardly have been worse if they had remained at 
home.* 


The following summary of the Italian influence in Argentina, 
quoted from a journalist of the United States, can be applied 
to Uruguay and southern Brazil, and perhaps to some parts 
of other countries: “They give Argentine politics men of talent 
and democratic aspirations. They till Argentine soil that 
otherwise would still be open range. They operate small 
businesses . . . They like spaghetti, . . . the soups of Milan, 
red wine, and garlic, and they have taught Argentines to like 
them. They have softened and corrupted the Castilian tongue 


3 Gunther describes the prominent officials and politicians in the various 
countries at the time of his visit. With the exception of Pelegrini, Gug- 
giari, and Vicini Burgos, the men I have mentioned are among those he 
describes. 

4 Foerster, pp. 47-82, 452 et passim; Gunther, pp. 207, 216, 409. 
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until... it is the despair of the Spanish Academy. They have 
made the accordion the national [musical] instrument.... Of 
summer evenings they fill the Avenida Costanera with lilting 
song... .”5 


Italy’s trade with Latin America—lItalian imports from the 
region nearly always exceeded Italian exports to it—was quite | 
small until after 1900. The total was valued at some $26 mil- 
lion in 1896 and a little over $52 million in 1906. It rose to 
nearly $100 million in 1913 and well over $200 million in 1929, 
but declined rapidly to less than $75 million in 1932 and hardly 
more than $62.5 million in 1939.° 


Italian steamship companies did not make regular voyages 
to Latin America until the late 1870’s when the Florio-Rabat- 
tino company inaugurated a fortnightly schedule between Genoa 
and some of the leading ports of South America. Within a 
few decades, however, four companies were engaged in the traf- 
fic: La Veloce, Lloyd Italiano, Italia, and Navigazione Generale 
Italiana. Later the number increased to seven: Lloyd Sabaudo, 
Lloyd Paeifico, Consulich, La Veloce, Navigazione Generale 
Italiana, Transatlantica Italiana, and Navigazione Libera Tries- 
tina, and the Italians were said to have the “finest, swiftest, 
and cheapest passenger liners in the trade.” 


This steamship capital, a part of which might be allocated 
to Latin America, was one of the earliest Latin-American invest- 
ments made by Italians residing in the home country. Another 
early investment was in banking, for which Italians had long 
been famous. Banco de Italia y Rio de la Plata dates from 


5 Sax Bradford, The Battle for Buenos Aires (New York, 1943), p. 108. 

6U. S. Department of Commerce and Labor, Statistical Abstract of 
Foreign Countries (Washington, D. C., 1909), pp. 100-101; U. S. Depart- 
ment of Commerce, Commerce Year Book, 1922-1932 (2 vols. each year, 
Washington, D. C., 1922-1932), index under “Italy” and the various Latin- 
American countries; George Wythe, An Outline of Latin-American Eco- 
nomic Development (New York, 1946), pp. 249-253. 

7William E. Curtis, Trade and Transportation Between the United 
States and Spanish America (Washington, D. C., 1889), p. 162; U. S. De- 
partment of Commerce Special Agents Series, No. 119 (Washington, D. C., 
1916), pp. 181-182; South American Handbook, 1928 (London, 1928), p. 
611; Beals, p. 90. 
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1872, and four other banks were founded before 1890: Banco 
Italiano del Uruguay, Banco Italiano (Lima), Nuevo Banco 
Italiano (Buenos Aires), and Banco Commerciale Italo-Bra- 
iliano.s By 1923 the number had at least doubled and Italians 
were taking a leading part in Latin-American banking.’ Italians 
residing in Italy also had fairly large investments in mercan- 
tile enterprises, in manufacturing, and in aviation (the “Lati” 
line, inaugurated in 1939), and they probably had some capital 
in real estate, mining, and government bonds. Their total in- 
vestment in 1939, including a few million for Latin America’s 
share of the shipping lines, was probably not far short of 
$200 million: approximately $75 million in Peru, $25 million 
each in Argentina and Brazil, $15 million in Uruguay, around 
$12 million in Chile, $3 to $5 million each in Colombia, Venezuela, 
and Mexico, and smaller sums in the other republics.’° If the 


8 This bank was absorbed in 1910 by Banque Frangais et Italienne pour 
l’Amérique du Sud. 


9 Consult the various issues of Bankers’ Almanac and Year Book (Lon- 
don), especially those for 1924-25, pp. 443-444, 550-552, 714, and for 1941- 
42, pp. 486, 489, 524-526, 654, 664, 1082. 

10] have found no reliable figures covering all the republics. Cleona 
Lewis, Debtor and Creditor Countries: 1938-1944 (Washington, D. C., 
1945), p. 65, gives estimates for Argentina, Bolivia, Chile, Ecuador, and 
Peru, most of them, I think far too low. During the second World War 
the U. S. Office of Strategic Services compiled figures for most of the coun- 
tries (the manuscript now being on file in the State Department Archives), 
but some of these estimates were not brought down to date and many of 
them, like those of Lewis, seem too low. The “Blacklists” published by the 
United States Government during World War II are not very helpful in 
the case of the Italians. They neither indicate the value of the firms nor 
distinguish between those controlled by ltalians in Italy and those con- 
trolled by Italian residents of Latin America, and apparently many Italian 
firms—some of the banks and the Pirelli rubber factories, for instance— 
were not “blacklisted.” I believe the estimates I have given are not wide 
of the mark. The capital, reserves, and general assets of the various 
Italian banks are given in the currencies of the countries in which their 
major operations are carried on—in two instances in francs, Belgian and 
French—so that the problem of conversion is complicated; but I am con- 
vinced that the banking investment alone was not less than $80 million in 
1939. The investment of such important Italian firms as Carlo Erba, 
Marelli, Fiat, Nebiola, Pirelli, and Montecatini must have totals several 
million more. Beals, p. 87, says that Italian capital in Peru alone amounted 
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investments of Italian nationals residing in Latin America were 
included—there were six or seven hundred thousand of them?! 
the aggregate would approach half a billion dollars. 


Emigration was generally viewed by Italian leaders as an 
unavoidable misfortune. One of them remarked in 1896: “It 
alone can provide a powerful safety valve against class hatreds. . 
It is ... the great and sole avenue to salvation for a country 
wanting in material resources but fruitful of men.’!* Another 
expressed a kindred sentiment in 1911: “Emigration is a good 
or an evil according to point of view; at all events an evil, I 
should almost say, of a Providential sort, if it frees us, as 
undeniably it does, from even greater woes.’!* “Emigration is 
demanded by Nature and the Author of Nature,” was the Roman 
Catholic view. “To proceed to limit it or to suppress it would 
be both stupid and wrong.’ 


Gradually a definite emigration policy was evolved. The emi- 
grant was to be protected and utilized for the benefit of Italy. 
A law of 1901 gave the minister of foreign affairs the power 
to suspend emigration to any place in the public interest or 
whenever “the life, liberty, and property of the emigrant” was 


to $100 million, but I think he must have included the capital of the Italian 
colony in this figure. The inclusion of the properties of Italian nationals 
in such countries as Argentina, Brazil, and Uruguay would greatly expand 
the aggregates, of course. A thousand dollars or so per capita for 150,000 
heads of families would double the investment, and there were several 
millionaires. 


11 The exact figures for the number of Italian nationals residing in Latin 
America in the late 1930’s or early 1940’s are not available. The Brazilian 
census of 1920 listed 558,405, the Argentine census of 1914 listed 929,863, 
and the Uruguayan census of 1908 reported 62,327. Some more recent sta- 
tistics for other countries follow: Chile, 1940: 10,619; Peru, 1940: 3,774; 
Venezuela, 1940: 3,034; Mexico, 1940: 1,183; Panama, 1940: 774; Guate- 
mala, 1940; 347; El Salvador, 1930: 346; Colombia, 1941: 1,148. The 
number of Italian nationals has declined in recent years in these countries, 
and I think it may be assumed that there has been a similar decline in 
Argentina, Uruguay, and Brazil. It is likely, however, that there were 
around 700,000 Italian citizens in Latin America in 1939. 

12 F, §. Nitti, as quoted by Foerster, p. 476. 


13G, Fortunato, as quoted by Foerster, loc. cit. 
14 [bid 
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“at stake.”25 Emigration must be protected, it was said, in 
order that it should not be “miserably lost to our country, our 
nationality, and our economic and political future.’ 

With these ends in view organizations were founded in Italy 
for the purpose of keeping in touch with Italians abroad. In 
times of stress appeals were made for financial and other con- 
tributions, and exhortations calculated to arouse patriotism 
were constantly circulated. One of these appeals, issued shortly 
after 1900, said: “Perhaps you have taken children with you 
to your new home; others may be born to you there. Our coun- 
try, Italy, regards all these your children as its subjects... . 
Therefore speak to them often of the dear and beautiful Italy 
which cradled you, of its struggles, of its triumphs, of its glories, 
of its great destiny. . . .”!7 Italy was becoming not only 
ardently nationalistic but imperialistic, and a strong motive for 
imperialism was the acquisition of colonies to which the excess 
population of Italy might go and still belong to Italy. Speaking 
of future generations, one of the imperialists declared to Italians 
in Brazil: “They will not need to do what you have had to do, 
to emigrate into foreign lands, equipped with only brawn and 
patience, but they will be free to choose lands that their country 
will have conquered. Italy will then not be only where Italy is 
today, but it will be wherever there are Italians, just as today 
England is wherever the English are. And then the Italians 
will no longer speak the language of their masters, but will speak 
their own language.’’!® 

This probably, did not signify any intention of trying to con- 
quer any part of Latin America. It indicated, however, a strong 
disposition to use Italian wealth and man-power in Latin Amer- 
ica in the effort to carve out colonies elsewhere; and to this 
end efforts were made to prevent or impede naturalization in 
countries where Italians resided. Latin America, according to 
this concept, would function as a grand boarding house and 
as a field for extracting profits to be remitted to the homeland 
in order to build the Greater Italy. The idea of double nation- 


15 Ibid., p. 478. 
16 Jbid. 

17 I[bid., p. 487. 
18 Tbid., p. 494. 
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ality was advocated, and it was even suggested that Italians 
abroad might be asked to vote in Italian elections.’ 

Beginning in the 1880’s the Italian government was prompt 
to protect the lives and property of Italians in foreign lands. 
At times emigrants were warned not to sign certain contracts 
or prevented from going to Brazil, Argentina, Uruguay, or some 
other country. At times the Italian Navy was employed to ™ 
speed negotiations. Three illustrations of the use of force or 
menace may be recalled at this point. They involved Colombia, 
Venezuela, and the Dominican Republic. 

Ernesto Cerruti, a retired Italian Army officer, settled in Co- 
lombia in 1868, married a Colombian wife, established his home 
in Cali, an important town in the fertile Cauca Valley, and 
eventually accumulated a fortune. During the revolution of 
1885 his property was seized and confiscated on the charge that 
he had aided and abetted the insurrection. Unable to intervene 
effectively, the Italian minister asked for his passports, and 
an Italian warship was sent to enforce the Italian government’s 
demand for indemnity. The United States government urged 
Italy to desist, claiming that the relationship of the United 
States with Colombia was peculiar and special because of its 
guaranty, under the treaty of 1846, of a part of Colombia’s 
territory, namely, Panama, and suggested that the Spanish 
government be chosen as mediator. The case was submitted 
to the Spanish monarch, but the decision proved unsatisfac- 
tory to Colombia, and Colombia refused to carry out the medi- 
torial recommendations. The Italian government continued to 
press the claim with vigor. The United States again inter- 
posed, expressing deep concern and pointing out that it was 
allied with Colombia “by strong ties of tradition and common 
interest.” The case was finally submitted to President Grover 
Cleveland, who handed down a decision in favor of Cerruti in 
1897. The dispute thus dragged on for years, and Italy’s action 
might have been more drastic but for the policy of the United 
States.°° 

19 bid., pp. 489-490. 

20 John Bassett Moore, A Digest of International Law (8 vols., Wash- 
ington, D. C., 1906), III, 33-84; VII, 42-49; and History and Digest of In- 
ternational Arbitrations (6 vols., Washington, D. C., 1896), II, 2117-23; 
V, 4694-99. 
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The Venezuelan episode of 1902-1903 requires no elaboration 
here. The leading powers in the joint naval demonstration 
against the Cipriano Castro government were Germany and 
England, not Italy. Italy merely followed in their wake, but 
this was another instance of the utilization of the Italian Navy 
to protect the interests of Italians in foreign lands. The Italians 
presented 377 claims for a total of nearly 40 million bolivares, and 
after withdrawing 137, received awards amounting to an aggre- 
gate of nearly 3 million on 171 claims.*!. There were probably 
not less than 3,000 Italian nationals in Venezuela at this time.?? 


Italy was among the nations scrambling for a settlement of 
claims against the Dominican Republic in 1903 and 1904. The 
Italian government negotiated four protocols of settlement with 
the Dominican public authorities in rapid succession, and there 
were rumors that the Italian Navy might have seized some 
customs-houses if the agreements had not been promptly signed, 
and that it might seize them if necessary to enforce Italian 
demands. Italian claims amounted to over $3,600,000 and num- 
bered approximately 40, but most of them were advanced by 
a small group, among whom the Jaun Bautista Vicini heirs, 
Angelo Porcella, and Bartolo Bancalari were the most prom- 
inent. Bancalari is said to have suggested the terms of settle- 
ment finally reached in 1905 through the intervention of the 
Theodore Roosevelt government—a general receiver of customs 
and his agents, mostly citizens of the United States, to manage 
the Dominican customs-houses and pay off the claims of for- 
eigners.”° 


Shortly after the outbreak of World War I, which Italy en- 
tered with colonial aspirations, one of the founders of the Italian 
imperial policy expressed his resentment regarding the fate of 


21 Jackson H. Ralston and W. T. Sherman Doyle, Venezuelan Arbitra- 
tions of 1903 (Washington, D. C., 1904), pp. 780-874. 

22 The Venezuelan census of 1891 listed 3,566 Italian nationals. See 
Resumen general del Tercer censo de la Repiblica (Caracas, 1891), p. 84. 

23 Jacob H. Hollander, “Report on the Debt of the Dominican Republic, 
October 1, 1905,” Confidential Executive Document No. 1, 59 Cong., 1 sess.; 
J. Fred Rippy, “The Initiation of the Venezuelan Customs Receivership,” 
Hispanic American Historical Review, XVII (Durham, 1937), 419-457. 
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Italians in South America: “I examined into the labor done by 
them, the benefit accruing to those regions, and the inadequate 
reward of the hard-working colonists. I came home wtih ideas 

. contrary to the opinion held in Italy. ... All alike had 
taken a sort of pride in the achievements of our brethren, ... 
gloried in their mission to cultivate the globe while others 
reaped the harvest.’** Italy emerged from the war more im- 
perialistic and resentful than ever. The Fascist government 
under Benito Mussolini, as is well known, was ardently expan- 
sionist. Many overseas Italians had rallied to the Italian flag 
during the progress of the war, and Mussolini was not only 
determined to use them in his schemes but to slow down emi- 
gration and turn the stream in other directions. 


The stream of emigrants to Latin America was reduced, be- 
cause of restrictions in both Italy and the region itself, but it 
continued. And among the new arrivals were some ardent 
Fascists. By the late 1930’s Fascist activities were arousing 
widespread apprehensions. In some quarters of Latin America, 
as in the United States, Mussolini was admired for a few years 
after the march on Rome. South of the Rio Grande he was 
not only lauded but imitated. But as the full measure of 
his ambitions was disclosed, admiration was transferred into 
caution and uneasiness. When it finally became evident that 
he had joined Japan and Nazi Germany in a grand collaborative 
enterprise to redraw the map of the world, Latin Americans 
began to ask whether the change might not seriously jeopardize 
their interests. Linked with thier democratic sympathies and 
the influence of the United States and Great Britain, their 
fearg eventually placed them in almost solid opposition. Diplo- 
matic relations with the Axis Powers were broken, several of 
the countries entered the war on the side of the Anglo-Saxons, 
and the Fascist organizations and propaganda were suppressed.25 


24 Foerster, p. 494, quoting Enrico Corradini. 

25 The story of Latin America and World War II has not been written. 
Its main outlines can be conveniently followed in Inter-American Affairs, 
an annual collaborative survey edited by Arthur P. Whitaker and covering 
the years 1941-1945 (5 vols.. New York, 1942-1946). Consult especially 
the sections on politics and diplomacy. 
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Before this occurred, however, the United States, it will be 
remembered, suffered a good deal of nervous anxiety. Not a 
few journalists increased their readers and expanded their 
audiences and incomes by magnifying the danger. Returning 
from rapid tours of Latin America during which they discov- 
ered a multitude of “fifth-columnists” and Fascist Italians in 
every dark alley and jungle and under every palm, they spread 
the alarm, warning that the whole region would go Fascist if 
the United States government did not take prompt and efficient 
action.26 As the war continued, however, and the nations of 
Latin America revealed their actual sentiments, the journalists 
grew calmer, and soon they were in general agreement that in 
spite of all they had written, an overwhelming majority of the 
Italians in Latin America had been lost to Mussolini’s Italy. 
They had at last observed that Italian colonists, especially those 
of the second and third generations, were not difficult to as- 
similate and were actually being assimilated. 


Fairness to the accused requires a few quotations from this 
saner testimony. John Gunther found that the Italians were 
“not active as a rule,” and that they assimilated very quickly; 
“in a generation they became good Argentinian or Brazilian 
or Peruvian nationals with small concern for the mother 
country.” “I found, in fact,” he reported, “that many Italians 
—particularly in the Argentine—were definitely anti-Fascist.”’?7 
Albert E. Carter observed that the Italians were more easily 
absorbed than other aliens, that they disliked regimentation, and 
that the record of Mussolini’s military forces in the war had 
not been sufficiently brilliant to “fire expatriate Italians with 
renewed attachment to the homeland.” ‘Though there are many 
Italians in the South American countries,” he continued, “they 
have been saying little about their racial background and have 
demonstrated an increased tendency to identify themselves with 
the countries in which they reside.” Carter reported that he 
had heard “nothing but jokes on Italians” of the home country 


26 See the files of theNew York Times and the Christian Science Monitor, 
for instance, or those of Time and Fortune; also scan the pages of The 
Coming Struggle for Latin America by Carleton Beals, already cited in this 
essay, and of John T. Whitaker’s Americas to the South (New York, 1939). 

27 Op. cit., p. 16. 
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while he was in Peru. “It was noted that the Italian bank was 
on Avenida Carrera—which means Race Avenue. An Argen- 
tine won a cross-country automobile race between Buenos Aires 
and Lima .. . because his front wheels were Italian and his 
back wheels were Greek.”*® Sax Bradford insisted that it was 
“a mistake to read Fascism into the daily lives of the Italian 
settlers of the Western Hemisphere. It has not flourished in 
America.” Concerning those in Argentina, he testified: ‘The 
comparative prosperity of the Italians, .. . their broad outlook, 
their love of liberty that drove them from the homeland... 
all these things have made the Argentine Italians difficult ground 
for the sowing of Fascist seed.’’*® 


“Thus the loyalty of the Italians to their adopted countries 
had been tested and in most cases had not proved fragile. In 
the years to come the Italians will have to continue their search 
for homes in foreign lands. It is likely that they will be cor- 
dially received in the future as in the past in most of the coun- 
tries south of the Rio Grande, and that Latin America will con- 
tinue to become more Latin because of new increments of 
Italian blood and culture. Italian capital investment may shrink 
or vanish; little new money is likely to be invested in Latin 
America any time soon by Italians living in Italy; but the 
flow of Italian emigrants with their fertility, brawn, and 
skills will probably continue indefinitely. Their arrival should 
not cause any misgivings; loyal Latin-American nationals of 
Italian extraction will make their absorption easier.*° 


28 The Battle of South America (Indianapolis and New York, 1941), pp. 
217-218, 245, 259. 

29 Op. cit., pp. 107-108. 

30 Gifts and loans under the “Marshall Plan” include ships to be used in 
transporting Italian emigrants to South America and Australia. It is said 
that some ten million Italians may be compelled to find homes in foreign 
lands. See Congressional Record, April 5, 1949, pp. 3939-40, and April 13, 
1949, p. 4632. 
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On first reading Mr. Salera’s review! of The Brazilian Econ- 
omy ? I did not consider it judicious to comment on his remarks. 
Since then, however, so many people, some personal friends and 
others who are unknown to me, have advised me, and in the 
strongest terms, to argue the matter out that I have decided 
to do so. In the course of events my attention was drawn to 
the surprising results which a hasty perusal of some of Mr. 
Salera’s efforts in the field of book-reviewing yields. There is 
no doubt that he is a severe critic who does not mince his 
words. But by an unusual stroke of fate, as it were, this re- 
viewer’s desk seems to be loaded with books that fail to mea- 
sure up to acceptable standards. Let us see how he judges 
the two general works on Latin American economics which have 
come under his scrutiny. Latin America in the Future World, 
by Soule, Efron, and Ness, is castigated by Mr. Salera as 
suffering “in many instances from reliance upon flimsy evi- 
dence and poorly reasoned argument.”* Economic Problems of 
Latin America, edited by Harris, likewise “is disappointing 
in many respects.” Again Mr. Salera finds “a number of in- 
excusable errors as well as some confused and misleading state- 
ments.”* And so on. There seems to prevail an unfortunate 
tendency on the part of writers in the field of Latin American 


1 Inter-American Economic Affairs, Vol. 3, No. 1, Summer 1949, pp. 66-70. 
2 Philadelphia: Blakiston, 1949. 
3 Journal of Political Economy, Vol. 58, 1945, p. 372. 
4 Journal of Political Economy, Vol. 54, 1946, pp. 276, 278. 
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economics to “‘mislead”’ Mr. Salera. Of the volume I have written, 
no less than one-fourth is considered by him as “full of mis- 
leading material.’”> But I for one am going to show him up. 
We shall soon see who does the misleading and who is dis- 
credited by inexcusable errors. 


I propose to hold myself in this rejoinder strictly to Mr. Sa- 
lera’s bill of particulars. This will mean that I am not going 
to argue with him about the three sentences which he devotes 
to three-fourths of my volume. Mr. Salera is good enough 
to consider these parts as “on the whole . . . well done,” a 
judgment that is instantly modified by the qualification that 
“they add little that is new.” This material contains, among 
other matters, analyses of Brazilian “‘underpopulation,” of the 
terms of trade, of productivities, and of the labor problem. 
If most of it was known to Mr. Salera before he happened to 
see my book, it is highly deplorable that he has failed to com- 
municate his knowledge to the community of scholars. 


Mr. Salera’s specific criticisms cover a wide variety of sub- 
jects. I am going to take them up one by one. Here they are: 


1. The estimate of investment. Mr. Salera finds fault with 
my estimate of investments in Brazil, which is composed of the 
export surplus and of domestic investment. He berates the 
estimate of domestic investment (11 billion cruzeiros for 1944) 
as “unexplained” and goes on: “But in trying to explain the 
data, he [Spiegel] makes something of a case for only 8 billion 
of domestic investment.”? This is all Mr. Salera has to say 
about the estimate of domestic investment, which he criticizes 
as too large. In one sentence he calls it “unexplained,” whereas 
in the other he refers to my explanation of the data. Actually, 
the estimate of 11 billion is by no means unexplained but is 
laboriously developed on pp. 34 ff. of my book. Apart from 


5 Inter-American Economic Affairs, Summer 1949, p. 67. 
6 This material was first published by me as a journal article in June, 
1947. I wonder why Mr. Salera waited almost two years before criticizing 
it, if criticism was called for. But apparently he was busy composing a 
“comment” upon another article published in the same journal, same 
number. 
7 Inter-American Economic Affairs, Summer 1949, pp. 67, 68. 
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stating that I make “something of a case” for it, Mr. Salera 
does not produce the faintest substantive evidence that would 
favor 8 billion, the figure preferred by him, as against 11 bil- 
lion. He simply seems to have picked my figure for 1943. So 
much about domestic investment. 

Mr. Salera further calls me to task for adding “mistakingly” 


the export surplus to the estimate of domestic investment. I 


am at a loss to see why this standard procedure, now generally 
applied in, social accounting, should be defective “in this case.” 
If Mr. Salera has good reasons for considering it so, he should 
let the world know about them in a full-dress article rather 
than drop hints in a book review. I doubt, however, that his 
reasons are any good, because in an interesting aside he calls 
the export surplus “a form of inflationary saving.” This novel 
concept does indeed deserve prolonged reflection and readers 
might do well to ponder over it. 

The elusive export surplus is further characterized by Mr. 
Salera as consisting “of wartime idle foreign balances offset by 
equivalent local-currency payments to Brazilians, so that the 
effects are deflationary abroad and inflationary at home.’’® This 
is all very true and paraphrases what I say on p. 49 of my book. 
But why would it detract from the nature of export surpluses 
as investments? Do the “idle foreign balances”—gold, deposits 
with the Federal Reserve Bank of New York, etc.—fail to be 
additions to the stock of wealth? 

2. “Perpetual inflation.” I for my part find Mr. Salera’s 
“inflationary saving” most intriguing, more so than “the topic 
of ‘perpetual’ inflation,” which, according to him, “is bound 
to intrigue many professional readers, and likely to mislead 
others.” ° Let us now turn to this new manifestation of an all 
but universal propensity to mislead. In order not to drama- 
tize the situation unduly, I eliminated from my book as much 
as possible terms such as “perpetual” inflation, an expression 
which Mr. Salera persistently puts in quotes. Not that I think 
the semantics of perpetual vs. chronic matters much. If Mr. 
Salera wants to build up a more formidable case for running 
down “misleading” statements, let him do so. 


8 Ibid., p. 67. 
9 Ibid., p. 68. 
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He then goes on to cite some of my figures documenting the 
long-run trend of prices, but conveniently ignores the figure 
for the last five-year period because it “is sufficient to deal with 
an even century of experience.” 1° But what he fails to tell 
his readers is that such rounding is much more than a tasteful 
display of one’s sense of form. By letting the price series 
terminate at his convenience, Mr. Salera makes it appear that 
the price increase was 13-fold. Such an increase would be 
rather less impressive than the 28-fold rise indicated by the 
complete series. I leave it to the reader to characterize the 
whole procedure as what it is. 


What other, substantive evidence does Mr. Salera adduce 
to disparage my discussion of the persistent rise of prices in 
Brazil? I cannot find any. He mentions that there is no time 
series with respect to production. That is true indeed but 
does not detract from the fact that prices have moved upward 
for over a hundred years. If this is so, of what avail would 
“usable quarterly or monthly figures” be to prove that the 
movement is not cyclical? Yet Mr. Salera censures me for 
stating that it is not cyclical. I wonder why. Either he must 
have in mind a cycle with phases extending over a hundred- 
year period. But in this case the reference to quarterly or 
monthly figures is meaningless. Or his notion of a cycle must 
diverge in important respects from what commonly is called 
a cycle. If this is so, Mr. Salera would have owed his readers 
a full explanation of a concept so fascinating that it might 
easily steal the show from “inflationary saving.” 

Mr. Salera further observes that the annual data are scanty 
and unreliable. This point has by no means been passed over 
in my book. While the data may fail to indicate the exact annual 
changes, there is no sound reason for rejecting them as indi- 
cators of the direction of change and of its approximate mag- 
nitude. If Mr. Salera wants his readers to believe that there 
is a conspiracy among Brazilian statisticians which causes the 
indexes to go up virtually all the time for a century, while 
prices actually fall or remain constant, I challenge him to 
produce his evidence. 


3. Export surpluses and currency depreciation. Mr. Salera 
correctly states that recurring budget deficits, regular export 
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surpluses, and currency depreciation are the main ideas intro- 
duced in my book to explain the upward movement of prices. 
If he has other ideas, I only wish he would let the world know. 


Mr. Salera finds my argument on p. 50 “most confusing” 
because he fails to connect it with the discussion which imme- 
diately precedes it. The rise in prices may be linked either 
with the export surpluses or with currency depreciation. In 
the first case, export balances are considered autonomous. There 
is an increase in gold reserves such as happened during World 
War II. The second case, that of currency depreciation (coupled 
often with losses of gold) reflects what perhaps may be called 
normalcy in Brazil. In both cases domestic prices go up. Mr. 
Salera finds it easy to make my discussion appear confusing 
because he does not hold the two cases apart. He accuses me 
of talking “about the special wartime facts as if they were 
typical.” 11. Had he only turned one page, he would have found, 
on p. 49, this statement: “It is only during the last few years 
that the export balance may be considered as autonomous and 
the most important contributing element to domestic inflation.” 
Second, he insists that an autonomous export balance would spell 
currency appreciation. “But appreciation,” he says, “is hardly 
compatible with the perpetual inflation idea.” 12. As I expressly 
limit the period of time during which the export surplus should 
be considered as autonomous, I do not see why Mr. Salera must 
connect the notion of exchange appreciation with the price ex- 
perience during the hundred-year period which preceded the five 
years of autonomous export surpluses. Since I have developed 
a two-fold analysis of the price movement, one applying to 
a certain period and the second to others, the reviewer should 
not confuse the issue by scrutinizing the pattern of one period 
with the view of finding symptoms that fit only into that of the 
other. 


But what about currency appreciation during the recent 
period of autonomous surpluses? Had Mr. Salera abstained 
from lifting from the context one page (p. 50) and certain 


10 Jbid. 
11 Jbid., p. 69. 
12 Tbid. 











44 INTER-AMERICAN ECONOMIC AFFAIRS 


statements made there, he could not say: “We are not told.” '% 
The cruzeiro did not appreciate (or failed to appreciate sig- 
nificantly) because the Bank of Brazil stood ready to buy dol- 
lars at the old price. Why this was done is explained at some 
length on pp. 51 and 52. 


4. “Seriously ambiguous or erroneous statements.” Under this 
heading the following criticisms are noted: 


a. “We are told that the United States still subsidizes coffee 
imports.” 14 On the page identified by Mr. Salera there is a 
reference to import subsidies in connection with the operations 
of the OPA. It is true that nothing is said expressly about the 
termination of subsidization. I now regret that I did not append 
a note for the benefit of reviewers such as Mr. Salera, stating 
that the war is over, the OPA defunct, and its subsidization 
program a matter of the past. 


b. “We are told... that the International Monetary Fund will 
require a stable value for the cruzeiro (177, 183, 237).”» I 
find on these pages no reference at all to the Fund. However, 
they do contain hypothetical statements about what might hap- 
pen if exchange rates remain stable, and references to the fact 
that exchange rates were stable during the immediate past. The 
idea that the Fund might restrain future tendencies toward de- 
preciation in Brazil is expressed elsewhere in the book, though 
not as bluntly as Mr. Salera will have it. I said (p. 54) that 
membership in the Bretton-Woods organizations is “liable to 
restrict the previously existing opportunities for depreciation” 
but “may create other and sounder opportunities for a more 
orderly adjustment of difficulties.” What of it? Would it not 
require special ingenuity to take exception to a statement such 
as this? 

Mr. Salera, always with reference to the three cited pages 
which contain no allusion at all to the Fund, does take the fol- 
lowing exceptions (I reverse their order): “There is no men- 
tion of the fact” (1) “that the Fund publicly announced its 
willingness, a year before publication of this book (in the French 


13 [bid. 
14 Ibid. 
15 Ibid. 
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france case), to sanction very heavy depreciations when objec- 
tively necessary,” and (2) “that Brazil has not even communi- 
cated a par value to the fund.” 2® Why in the world should I 
want to draw the vagaries of the Fund’s operations, and, of all 
things, the inconclusive and still unsettled French franc case, 
into a discussion of Brazilian economic problems which at the 
places which Mr. Salera identifies does not even mention the’ 
Fund? It is generally known that stability of the exchanges was 
one of the aims set for the Fund and that it has to cope with all 
sorts of difficulties. As to Mr. Salera’s second exception: Brazil, 
together with other members of the Fund, did indeed postpone 
the initial determination of the par value for the cruzeiro. As 
a member of the Fund, Brazil was under duty eventually to set 
a par value. What difference would it have made for the purpose 
of my discussion if Brazil had not communicated a par value by 
the time when my book was published? Mr. Salera apparently 
attaches great significance to this matter, pointing out, as he 
does, ‘‘there is no mention of the fact that Brazil has not even 
communicated a par value to the Fund.” ‘Facts” considered so 
important should be ascertained fully before an author is cen- 
sured for not mentioning them. Par values for Brazil have 
been established on July 14, 1948.17 Mr. Salera ought to have 
consulted such easily accessible source of information as the 
Fund’s International Financial Statistics before accusing me of 
ignoring or suppressing a “fact” which is not a fact. 


c. “We are told... that exports in 1940 and 1944 were con- 
verted at the official exchange rate, when the cruzeiro equivalent 
actually was some 15 per cent higher (43).”18 This is meant 
to apply to a table on p. 43. As this table contains no reference 
to 1944, Mr. Salera presumably has in mind the years 1940 and 
1945. The figures with which he finds fault are part of a column 
headed “Value of Exports in Pounds.” Right next to it, there 
is another column, “Value of Pound.” Next to the berated fig- 
ures, in the same row, pound values are shown converted at the 
free and at the official exchange rates. The value of exports 


16 Ibid., pp. 69-70. 


17 International Monetary Fund, Schedule of Par Values, sixth issue, 
October 1, 1948. 


18 Inter-American Economic Affairs, Summer 1949, p. 70. 











46 INTER-AMERICAN ECONOMIC AFFAIRS 


in terms of pounds is not directly available in the Brazilian sta- 
tistics for these years. Hence, the value of exports in terms of 
cruzeiros had to be converted into pounds. Conversion at the 
free rate would understate the pound equivalent and overstate 
the cruzeiro equivalent; conversion at the official rate would 
overstate the pound equivalent and understate the cruzeiro 
equivalent. There is about as much to be said in favor of the 
one procedure as of the other, provided the chosen method of 
conversion is clearly stated. This I have done. Had I converted 
at the free rate, I am afraid Mr. Salera would have reprimanded 
me for not selecting the official rate. 


d. “We are told ... that Brazil ‘has’ very large gold and ex- 
change reserves, when in fact these have been largely spent 
(49).” 2° Mr. Salera again is mistaken. Let the figures speak 
for themselves. Gold and foreign assets of Brazil are estimated 
as follows by the International Monetary Fund (end of each 
year, millions of dollars) : °° 


1940 1945 1946 1947 1948 
Bank of Brazil 


a 51 354 354 354 317 

Foreign Exchange _...... 6 312 406 430 422 

ee | 666 760 785 738 
Other Banks 

Foreign Exchange _....... 5 42 40 41 n.a. 
IE iiesspstcncnesnes icici, . 6 708 800 826 n.a. 
Short Term Asse 

a 195 174 105 124 


Hence, far from having been “largely spent,” the gold and 
foreign exchange reserves of the Bank of Brazil actually were 
at their peak at the end of 1947, the latest year I could have 
considered in my book. And they were still far from having 
been largely spent at the end of 1948. This is a true “fact” 
which will stand regardless of any sophistries concerning trade 
deficits, holdings of sterling, and the like. 


19 [bid. 
20 International Financial Statistics, Vol. 2, No. 3, March 1949, p. 36. 
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sta- | It is about as easy to ascertain the amount of gold and for- 
; of eign exchange reserves as it is to find out about the determina- 
the j tion of par values. As a responsible reviewer, Mr. Salera should 
cate have made sure about these things before taking me to task for 
uld mistakes which are his own. 

eiro 


5. Mr. Salera’s remaining criticisms pertain at best to mat- 


the ters that are in the realm of interpretation and opinion." I 
| of leave it to the readers to decide whether his judgment deserves 
ted greater confidence than his handling of facts. I want to say 
ded only one word about the suggestion he makes as a sort of crown- 
ing achievement of his review. Unbelievable as it may seem, 

ex- at the end of this exercise in the art of self-satisfied condescen- 
vent sion he recommends the application of a “fine-tooth comb” to my 
eak book. To this suggestion I must reply: I have yet to see a schol- 
sted | arly effort that stands as much in need of such a treatment as 
ach does his. 

948 

317 

422 

738 

n.a. 

n.a 

124 *1]1f Mr. Salera is in the position to formulate definitive conclusions to 

the effect that inflation in Brazil has not helped to peretuate reliance on a 

and few export staples, good for him. But I resent it if my opinion—that in- 
were flation did help to perpetuate this feature of the Brazilian economy—is 
have characterized as a “seriously ambiguous or erroneous statement.” 

: Finally, Mr. Salera considers it unfortunate that I did not deal “‘system- 
ae atically” with the regional resource bases of the country. I gladly leave 


this matter to experts better qualified than 1 to handle it, having no doubt 
rade that Mr. Salera is among them. His casual remarks about “the soils of 
Matto Grosso” and the “substantial coffee production potential in the 
eastern part of that vast area” demonstrate convincingly that he is equally 
at home in the centres of high finance and in the regions of a more rustic 
6. type of civilization. 














“he Brazilian Economy: 
A Reply 
bs, Virgil a 


Mr. Spiegel has properly pointed out a couple of errors in my 
critical review of his book, The Brazilian Economy. These will 
be indicated below. But his dramatic counterattack is in other 
respects typical of the brand of reasoning that characterizes the 
first—and analytically most significant—part of his book. 

To spare the reader a long-winded argument and to enable the 
issues to stand out most sharply, let me take up the points in 
the order in which Spiegel considers them. 

1. The estimate of investment. I have attributed to the author 
the “error” of including the export surplus in the estimate of 
investment. Actually, I erred on this point. The export sur- 
plus (or much of it) should be counted as a part of national in- 
vestment. Spiegel, however, fails to distinguish between the 
export surplus and the balance on current account. (He also 
fails to make allowance in his book for the difference.) It is 
only the latter, of course, which is properly to be included in in- 
vestment. I do not know what this balance amounts to for the 
years involved in the study; but it is most assuredly a good deal 
smaller than the export surplus in the case of a country such as 
Brazil. 

I still submit that Spiegel’s estimate of domestic investment 
is unconvincing, except possibly as a figure subject to a wide 
margin of error. The reader should check the treatment for 
himself (from pages 34 to 40), noting how few are the reliable 
statistical fragments (confined almost exclusively to one state, ad- 
mittedly important Sao Paulo) and how numerous are the “ifs” 
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scattered over these pages. In any case, I did not just pick the 
8 billion cruzeiro figure in preference to that of 11 billion, as 
Spiegel alleges. The only reasoned conclusion he arrives at—on 
the basis of some interesting assumptions (p. 39)—is the 8 bil- 
lion figure, which he himself notes as tallying “fairly well” with 
another set of (largely assumed) data (p. 36). Why don’t we 
stop kidding ourselves and admit that there is a very shaky 
underpinning for the Brazilian statistics here involved? What 
we need most of all in this general area is the development of 
good basic data. After that, we can indulge more confidently in 
filling the empty boxes of Brazilian aggregative economics. 


2. Perpetual inflation. Whenever I encounter the “perpetual” 
in economics I feel about as does the physicist confronted with 
the same idea in his own domain. Brazil is supposed to have 
perpetual or chronic inflation (see also the subtitle of the book). 
There has been, to be sure, a fairly steady rise in prices there. 
But why call it perpetual? How can mortal Spiegel know it is 
perpetual? Incidentally, the use of an even century of experi- 
ence is the defensible approach in the present case. But note 
how the author prefers to terminate a series with a wartime 
outburst of prices! 


3. Export surpluses and currency depreciation as causes of 
inflation. It is stated that I find the explanation of inflation 
confusing because “I fail to connect it with the discussion which 
immediately precedes,” and because I fail to distinguish be- 
tween autonomous export surpluses and currency depreciation. 
Mr. Spiegel may think that these are the reasons for my con- 
fusion. But check his text (p. 50): “It is by no means unim- 
portant whether inflation is caused by export balances or via 
exchange depreciation. The experience of the past five (war- 
time) years shows that export balances are produced with little 
regard to the requirements of the balance of payments and that 
lack of domestic mass purchasing power is a powerful factor 
stimulating exports whether they are needed for foreign pay- 
ments or not. Thus, if Brazil should continue to produce large 
export balances, they (sic) would be liable to perpetuate infla- 
tion without affecting the stability of the exchange. In the ab- 
sence of appropriate public policies, the foreign exchanges might 
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the even be expected to fall (appreciate) on the Brazilian market.! 
as Whether under such conditions—that is, with increased domestic 
on prices and stable, if not increased, external value of the Brazilian 
il- currency—it will be possible to maintain large exports will 
ith | depend on the situation at the world markets. In spite of low 
we | productivity, in the past Brazi] has been able to export because 
uky the Brazilian cost (wage) differential relative to more advanced 
hat | countries (no doubt this was vitally important with respect to 
of | coffee too?) was apparently greater than its productivity differ- 
rin | erential.” 2 * Maybe I have been brought up on unscientific 

economics, but if the above does not abound with confusing 
al” statements, I do not know what does. And the serious part of 
‘ith =| it is that there are many places in the book where there is 
ate slovenly thinking of the same type, though on a smaller scale. 
yk). 


4. Seriously ambiguous or erroneous statements. Mr. Spiegel 


— | regrets that his text had not been amplified to “inform” persons 
it ” such as the present writer that World War II came to an end 
eri- and that our government eventually terminated subsidies on 
note coffee imports. It is the undergraduate who may have readings 
time assigned in this book that I was thinking about when I read 
(p. 177) : “Since 1945 the United States has granted importers 
s of a subsidy in order to hold prices down.” 
ition It is repeatedly stated in the book that exchange depreciation 
hich in the postwar will be difficult or that Brazil will have to adjust 
_ be- to a stable exchange rate. Nowhere, to be sure, does Spiegel 
tion. 
con- 1 Mr. Spiegel, in his reply, states that I “connect the notion of exchange 
nim- appreciation with the price experience during the hundred-year period 
- via which preceded the five (war) years of autonomous export surpluses.” 
| I connect no such things. Again, check the text here being cited: in two 
war- j consecutive sentences we move from perpetual inflation to exchange appre- 
little ciation! I leave it to the reader to decide whether, as Spiegel alleges, I 
that have “lifted” statements from the context to arrive at the remarks made 
actor | in this connection in my original review. 
pay- | 2 Italics supplied. , 
large | 3 The final sentence illustrates the irrelevant absolute cost consideration 


. to which I referred in my original review. See Inter-American Economic 
infla- | Affairs, Summer 1949, p. 69. 


ie ab- * Thus, we read of “a postwar world . .. averse to currency depreciation” 
night (p. 51), “if domestic inflation persists in conjunction with external 
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Mr. Spiegel also attacks me for charging that he incorrectly 
speaks of Brazil’s having “substantial reserves of gold and for- 
say specifically that the Fund will require such a policy, but the 
implication is clear. What basis is there for holding such views 
about exchange rates, unless it is to dramatize the consequences 
imagined to follow from perpetual inflation? 


Now a word about my second error. When I wrote my re- 
view, I failed to recall that Brazil communicated a par value for 
the cruzeiro to the Fund in July 1948. My erroneous statement 
to the contrary was made in connection with the fact that the 
Fund publicly announced—a year before publication of Spiegel’s 
book—its willingness to approve a substantial depreciation when 
necessary (in the French case). Spiegel now says that it was 
unnecessary for him to “draw the vagaries of the Fund’s opera- 
tions into a discussion of Brazilian economic problems.” But 
the Fund’s position, highly relevant, does not justify such a 
characterization—since the Articles of Agreement call for ex- 
change-rate flexibility in specified cases. Moreover, why bring 
the Fund in by the back door with all the statements about in- 
flexible exchange rates? 


The value of the cruzeiro for export purposes also is inex- 
pertly handled in the book. As Mr. Spiegel should know, Bra- 
zilian practice during the period studied was to apply what 
amounted to a weighted rate for the conversion of the foreign- 
exchange proceeds of exports into cruzeiros: 30 per cent at the 
official rate and the balance at the free rate. Instead, he in- 
flates the pound sterling equivalent of exports in 1940-1945 by 
applying the overvalued official rate. (Incidentally, this opera- 
tion of his (p. 43) appears to strengthen his thesis of perpetual 
inflation.) In his reply, Spiegel states that I would have criti- 
cized him had he used either the official or the free rate. Pre- 
cisely—because the relevant rate is a blend of the two. 


stability of the Brazilian currency” (p. 177), “apprehensions are justified 
if domestic inflation continues to progress while foreign exchange rates are 
kept stable” (p. 183), and “the Brazilian position is now threatened by ris- 
ing prices and costs under stable exchange rates.” (p. 237). 
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eign exchange” and that therefore the position of the cruzeiro 
is strong. He cites IMF data showing growth through 1947 in 
Brazil’s combined gold and exchange holdings. But the gold is 
largely immobilized (whether by law or not) as note-currency 
reserve, and most of the foreign exchange is inconvertible ster- 
ling. The fact is that Brazil has been experiencing growing 
difficulty in meeting its current commercial debt, and that there 
is a large arrearage on this score (so much so that many United 
States exporters have been curtailing exports to Brazil). Spiegel 
is impressed with the “statistical peak’ to which Brazil’s gold 
and exchange holdings have attained—what he calls a “true 
*fact’,” free of the “sophistries concerning trade deficits, hold- 
ings of sterling, and the like.” If such be sophistries, then 
traders and governments these days apparently are showing a 
great concern about trivial matters. 


In conclusion, I wish to point out that in my review, and this 
rejoinder, I have made no attempt to catalog all the erroneous 
or misleading statements in the volume. But enough has been 
revealed to indicate the shortcomings of the book. Unfortun- 
ately, there is still too much writing in the field of Latin Amer- 
ica economics of substandard quality.» As economists, we owe 
it to the nation and to humanity to avoid the easily eradicable 
errors in our writings about international affairs. All too often, 
we provide the ammunition for some of the silly foreign pro- 
paganda directed against us. We must be stern with ourselves 
—even if some of us are embarrassed in the process. 


5 Spiegel delights in throwing verbal darts at me to the effect that there 
is an “unfortunate tendency on the part of writers in the field of Latin 
American economics to ‘mislead’ Mr. Salera.” He cites one excerpt each 
from my reviews of two books, one by Messrs. Soule, Efron, and Ness and 
another edited by Harris. I am sure that writers such as Seymour Harris 
are fully able to defend themselves (though my severely critical review of 
the Harris volume went unanswered). Since Spiegel has looked into my 
review work, it is strange that he failed to cite my review (American 
Economic Review, June 1947, pp. 467-470) of a splendid symposium pub- 
lished by the Banco de Mexico (Memoria de la Primera Reunion de Tee- 
nicos sobre Problemas de Banca Central del Continente Americano, Mexico 
City, 1946), in which virtually all of my remarks were favorable to the 
authors. This publication is still well worth reading. 
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“ie “tf sndl Ys Pribloos 
By Sanford A, Mosh 


The recent war was responsible for creating in this country 
a widespread interest in “area studies.” During the war period, 
even before Pearl Harbor, it was necessary for both civilian and 
military branches of our government to have accurate informa- 
tion and informed judgments about all other countries, no mat- 
ter how small or how remote. Shortages quickly appeared in 
the supply of trained social scientists with the knowledge re- 
quired to deal with most parts of the world outside of western 
Europe and Canada. Such personnel as was available was not 
marshalled effectively among the various government agencies, 
as anyone with wartime experience in Washington will attest. 
But the main problem was one of shortage, not distribution. 

The principal lacks appeared in economics and sociology, and 
to a lesser extent in political science. Historians, geographers, 
anthropologists, and linguists were available in larger numbers. 
Relatively they were abundant, and for that reason some of them 
were set to analyzing economic problems, with results that char- 
itably can be forgotten. Economists with a working knowledge 
of regional conditions and institutions outside the European- 
North American orbit were difficult to find. 

Since the end of the war a number of steps have been taken 
by academic and other institutions, and by some of the founda- 


* This paper is an outgrowth of my research on the industrialization of 
Mexico, made possible by a fellowship grant from the John Simon Guggen- 
heim Memorial Foundation. 
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tions also, to remedy the lack of regional orientation in the social 
sciences. Regional curricula have been devised, research insti- 
tutes have been set up, funds have been made available for the 
purchase of books and other materials, individual scholars have 
been awarded grants to acquire background for regional studies 
through travel and research, and several meetings have been 
held to discuss the purpose, scope, and inter-disciplinary prob- 
lems involved in creating a corps of regional specialists. 


It is not my purpose to evaluate all these developments, since 
that is a task beyond the resources of the individual investigator. 
I shall deal only with one aspect of these regional studies, 
namely, Latin American economics. It may be useful, however, 
to indicate what appear to be the general characteristics of the 
field of regional studies as it is evolving in this country. First 
of all, the achievements summarized in the preceding paragraph 
are more impressive on paper than in substance. This is especi- 
ally true of academic curricula and research institutes. The 
regional curriculum, graduate as well as undergraduate, is 
usually made up of a list of courses that happen to be given at 
the institution in question. What is given may be good. But 
usually there are gaps, and no serious effort is made to fill them. 


Furthermore, there is a distinct pattern in the offerings. Be- 
cause historians and geographers have specialized along regional 
lines, the curriculum is weighted heavily with courses in history 
and geography. For some parts of the world, anthropology also 
plays a leading role. Language training is usually featured. 
But offerings in such fields as economics, government, and soci- 
ology are apt to be lacking entirely, or at best meager. However 
competent the historians, geographers, anthropologists, and 
linguists may be, they cannot make up for the deficiencies in 
other fields, and the comparatively large attention given to their 
subjects necessarily makes the curriculum a lopsided one. His- 
torians are especially likely to be active in regional programs. 
Thus much of the area training now available amounts to his- 
torical study embellished with language instruction, and litttle 
else. 


A second main characteristic of the development of regional 
studies is caution. Academic people are notoriously cautious. 
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Because of this, and also because the making of decisions in aca- 
demic circles is usually diffused and decentralized, few risks are 
undertaken boldly in new fields. Doubtless other circumstances 
contribute to the same end. It is not my intention to analyze 
all the causes, but merely to record the fact that any new devel- 
opment of an academic nature, at least outside the realm of the 
natural sciences, can be counted upon to take place by hesitant, 
reluctant, and therefore limited steps. 


This handicap appears in aggravated form in area studies be- 
cause some of the social sciences are organized so firmly along 
functional lines that most members of these professional groups 
see little point in investigations of a regional nature. Some 
like to think that they deal with universal ideas and truths. 
Others are modest about the scope of their fields of interest, but 
nevertheless they follow the conventional grooves of specializa- 
tion found in their disciplines. Economists are probably the 
worst offenders in this respect. A person trained as an econo- 
mist falls easily into a specialization in economic theory, or labor 
economics, or international trade, or banking, to cite but a few 
examples. A regional orientation is entirely foreign to his 
training. He does not know what to do with it, he views it with 
suspicion, and he usually calls it ‘“overspecialization.” I will 
deal more fully below with these tendencies of economists. Here 
I merely refer to them in order to illustrate how programs of 
regional study are handicapped by prevailing professional atti- 
tudes. Similar illustrations could be found in sociology, in po- 
litical science, and, in somewhat different form, in linguistics, 
although probably no department in the average American uni- 
versity is less inclined to collaborate in regional studies than the 
department of economics. 


The third general characteristic to be emphasized about area 
studies is a tendency to devote an excessive amount of time, 
energy, and money to the preparation of “tools of research.” 
This observation refers to the proliferation of guides, bibli- 
ographies, handbooks, surveys of research in progress, and out- 
lines of comprehensive research programs. Such publications 
have their uses, of course, and a certain amount of work of this 
kind is necessary in any subject. The question is, how many 
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efforts of this kind are needed, in relation to the other work 
done? 

There are obvious reasons why persons working in a new 
field are likely to turn their attention to making “tools for re- 
search.” But, at least in the Latin American field, we have al- 
ready gone too far in this direction. It was a common experi- 
ence in Washington during the war to find a branch of a govern- 
ment agency, or a division, or even a whole agency so busily 
engaged in “tooling up” that it failed to get into production 
before it was abolished. We are faced with this danger in Latin 
American studies. It is clear that the manufacture of “tools” 
should now be confined to a few enterprises, such as the Hand- 
book of Latin American Studies, and that most scholars in the 
field can spend their time more profitably in other ways than by 
multiplying guides which hardly anyone has the time, energy, or 
interest to use. 

The preceding remarks about area studies in general suggest 
a number of issues which need to be examined in taking an in- 
ventory of the field of Latin American economics. In recent 
years there has been a growing number of economists interested 
in Latin American economic problems. Most of them are em- 
ployed by the government or by one or another of the interna- 
tional agencies that deal with economic and financial matters, 
but there is also a handful of academic economists actively 
working in the field. The corps of economists with a principal 
interest in Latin America is not large, but it has been expanding, 
and a parallel expansion has been taking place in the output of 
books, brochures, and articles relating to the economy of that 
area. If we look at this body of literature as a whole, it be- 
comes clear that certain kinds of questions and issues are being 
studied and discussed, and are apparently becoming the center 
of the field, while others are being pushed into the background. 


Broadly speaking, the questions that are fashionable to deal 
with are those most likely to interest the conventional members 
of the economics profession, who, we must remember, are ordi- 
narily skeptical about the value of a regional approach to eco- 
nomic problems. It is not amiss to suggest that those working 
in Latin American economics have been tempted to gain pro- 
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fessional respectability for their subject by bringing it as close 
as they can to the subjects in which American economists are 
usually interested. Thus, much attention is paid to balance of 
payments problems, international trade policy (including ex- 
change control), and inflation. Thus, too, much effort is given 
over to refining estimates of national income and monetary cir- 
culation. It is significant that most of the economic studies on 
Latin American countries deal directly with the international 
aspects of their economies, often specifically with their stake in 
an international trade program such as the I.T.O. It is even 
more significant that most of the remaining studies, namely those 
dealing with internal economic affairs—for example, inflation 
or government economic programs—are also oriented toward 
external economic relations. 


To illustrate the theme of the preceding paragraph, I may 
refer to the session on Latin America at the most recent meeting 
of the American Economic Association. Under the general 
title “Present Issues of the Latin-American Economy,” two 
papers were presented. One of these dealt with “Some Aspects 
of Latin America’s Trade and Balance of Payments,” while the 
second was entitled ‘‘Inflation and Exchange Instability in Latin 
America.” Left me hasten to say that I am not questioning the 
value of these papers or their quality. They were both fine 
papers. Furthermore, I realize that there was not time at one 
short session for more than a couple of papers. Nevertheless, I 
am impressed by the fact that they both were directed toward 
international economic questions, and that the performance as 
a whole can scarcely be said to have matched up to the general 
title, “Present Issues of the Latin-American Emonomy.” 


To point out the way in which attention is being concentrated 
on certain kinds of problems at the expense of others, is not to 
imply that the former are unimportant. On the contrary, it is 
obvious that the export-orientation of the commercial economies 
of the Latin American republics make such questions important 
to them as well as to academic economists in this country. Work 


1 See Papers and Proceedings of the Sixty-first Annual Meeting of the 
American Economic Association (May 1949), pp. 384-414. 
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on these topics should be carried forward by those already inter- 
ested in them, and others should be encouraged to contribute 
new efforts. I do not advocate a cutback in these fields of 
investigation. 

What I do advocate—and strongly, too—is that we devote an 
equal effort to getting an understanding of Latin American eco- 
nomic developments, trends, ambitions, and problems from an 
internal point of view. It is analysis of this kind which is vir- 
tually lacking. Without it, the field of Latin American econom- 
ics is lopsided and distorted. 

We need studies to show how Latin American economies func- 
tion in institutional terms, for only in this way can we gain a 
full understanding of the problems with which they are faced. 
We are witnessing the early stages of an unfolding economic 
process in Latin America, arising out of a major effort to raise 
economic productivity by diversification. There are many bot- 
tlenecks and problems to be found in this process. We must 
evaluate these in each case. No one would deny that the balance 
of payments problem is important. But we must not stop there. 
We have to look at the process as one in which Latin Americans 
are mobilizing their human resources, their capital resources, 
and their natural resources for a new economic effort. Indeed, 
until we do so we cannot get a good understanding of even the 
balance of payments problem from the long-run point of view. 
We are in danger of neglecting research of a fundamental char- 
acter. 


Let no one think that it is easy to do the kinds of studies which 
are urgently needed. They require not only a good working 
knowledge of economics but also a thorough knowledge of the 
social and political institutions, as well as the economic institu- 
tions, of the country or countries under study. In these insti- 
tutions are found the true sources of the problems ofmobilizing 
human, capital, and physical resources. The institutional knowl- 
edge is much more difficult to obtain than training in economics. 
To get it, it is necessary to read widely in history, anthropology, 
social conditions, literature, and geography, and it is also neces- 
sary to live and travel in the areas selected for study. All of 
this calls for time and for funds. Moreover, for most of the 
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Latin American countries, it is not easy to find appropriate 
sources of information. There is even a scarcity of historical 
works that deal meaningfully with the development of institu- 
tions, in spite of the fact that there is no lack of writing on Latin 
American history. To cite a specific illustration, the economic 
history of virtually every country in Latin America since inde- 
pendence still remains to be written. 


In Latin American economics, as in all area studies, the 
scholar cannot be content with serving an apprenticeship in one 
discipline. He must acquire maturity in other disciplines as well. 

This, then, is the situation. To deal adequately with economic 
problems in a Latin American country, one must have a working 
knowledge of its whole institutional structure. Institutional 
assumptions which economists make in dealing with the United 
States, Canada, or western Europe have a limited usefulness in 
Latin America because of fundamentally different social and po- 
litical institutions—how limited, depends on the country in- 
volved. They are farthest from relevance in the nations of 
Indian-Spanish culture, such as Mexico, Guatemala, Ecuador, 
and Peru. But even in countries with a different population com- 
position, like Argentina, Uruguay, and Chile, they must be ap- 
plied with caufion because political experience, social structure, 
and income distribution in those countries are very different 
from what is found in North America or western Europe. Many 
economic actions in a Latin American country which appear 
irrational in the eyes of an American economist would seem 
wholly rational if he understood its institutions. 

There are two further questions to be considered: who is 
likely to undertake the kind of work that is critically needed, and 
how is he to be encouraged to do so? Let us grant at the outset 
that there is no reason to expect most economists to be interested 
in Latin America, or any other region. There are plenty of 
intriguing and significant problems to occupy them in the more 
conventional aspects of economics. It is true that some econo- 
mists might conceivably develop an interest in the field, but we- 
must frankly recognize that the quest for professional security 
looms large in the thinking of academic economists, leading them 
to one of the standard grooves, such as transportation, indus- 
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trial relations, or marketing, where they have a large and estab- 
lished audience for what they say and write, and for which they 
need no additional training in alien fields beyond what they ac- 
quire in graduate work. 

What can we offer them in the more neglected branches of 
Latin American economics?—a small audience, limited teaching 
opportunities, the need to do much collateral work in other social 
sciences and in history, the assurance that most of this work 
cannot bear fruit in immediate publication, and meager sources 
of quantitative and other economic data. Surely, most econ- 
omists who are tempted for a moment will take a second thought 
and then turn to more promising fields. 

There is, however, one professional group within the broad 
field of economics that is more likely to respond positively to 
the temptation. I refer to the economic historians. The eco- 
nomic historian has an interest in institutions and an under- 
standing of differences in institutional structure; otherwise, he 
would not be an economic historian. He must be a social scientist, 
and not merely a technician in economics. He has trained him- 
self to bring his understanding of political and social institutions 
to bear on his analysis of economic affairs and problems, and 
not to abstract from non-economic institutions, as general econ- 
omists typically do in their professional work. Furthermore, he 
is less likely to be concerned about professional security than the 
average economist, because he has already chosen a marginal 
field in which to work. He is accustomed to getting his satis- 
factions in other ways. He is also accustomed to being on the 
peripheries of two fields—economics and history—and not quite 
a part of either one. Finally, he does not shrink from regional 
specialization, inasmuch as both his research and teaching are 
likely to have a regional flavor. It is a significant fact that a 
number of economic historians are already working in the gen- 
eral field of area studies.? 

Economic history, therefore, is the most promising field in 
which to seek recruits for Latin American economics. The eco- 


2 Observe, too, that the American Economic Review uses the dual caption, 
“Economic History; National Economies” for one section of its book 
reviews. 
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nomic historian is prepared for fruitful work in Latin American 
economics by his interest in institutions and by his academic 
training, and psychologically, too, he is prepared to work in a 
marginal, inter-disciplinary field. Furthermore, he has been 
trained as an economist, and thus he is aware of inter-relations 
to be examined and evaluated in the economic process, and also, 
he is aware of pitfalls that he must avoid in reasoning and in the 
handling of quantitative material. 


The preceding observations do not purport to set up the eco- 
nomic historian as the essence of all things that are good in 
social science research. They are merely intended to point out 
that economic history is a likely field in which to find scholars 
who can do good work in Latin American economics. The eco- 
nomic historian who make this shift does not have to abandon 
economic history. On the contrary, he has an unusual opportun- 
ity to combine meaningful research in economic history with the 
analysis of contemporary problems. But he must be willing to 
pioneer in both aspects, because little has been done up to now. 
I realize that not all economic historians have the impulse to 
pioneer, and I am also aware that there are some well-estab- 
lished, comfortable grooves of research in economic history 
where the going is comparatively easy. Nevertheless, I believe 
that a handful of able economic historians could be persuaded 
to shift the center of their attention to the Latin American field. 

This leads us to the other question—how? So far as I can 
see, the only answer is support of the foundations. Only the 
foundations can make it possible for those who show an interest 
in Latin American economics to prepare themselves adequately 
for work in the field by means of research and travel. Obviously, 
not everyone who shows an interest should be encouraged. What 
the field needs is a handful of persons, each with comprehensive 
training, not a large number with a smattering. In exercising 
discrimination the foundations will also allay the fear, often 
expressed by social scientists, that area studies are apt to be- 
come a refuge for the less able scholars. 

Not only can the foundations do this job, but they have a re- 
sponsibility to undertake it. What is going on nowadays in 
Latin America is a process of active economic change. It is part 
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of the larger process in world economic development by which 
the “backward” countries are making an effort to catch up with 
the industrialized nations. The economic world as we have 
known it is being radically altered before our eyes. To study 
this process while it is going on certainly ranks among the more 
important economic questions of our day. To train scholars for 
this task is, therefore, an important undertaking. 

I am well aware that the foundations are doing a good deal 
already to stimulate research in the Latin American field. My 
remarks are not intended to imply that they have been guilty of 
neglect, but rather to suggest that they re-examine what they 
have been doing, and, more specifically, that they ponder the 
problem of how to create a corps of able specialists in Latin 
American economics. 


In writing this article of an exploratory nature, it is my hope 
that others interested in the field will be stimulated to express 
their points of view. It is time that we opened these questions 
for frank discussion. 
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by Virgil Se hos 


The Mexican peso, perhaps the most interesting exchange-rate 
problem in the Latin American field since the war, is the subject 
of a suggestive paper by Miss Tanner in a recent issue of this 
journal.! I should like to deal with what I regard as vulnerable 
parts of the argument against depreciation. To a certain extent, 
my remarks add to the exchange of views between Professor 
Mosk and myself which have been going on in this journal in 
connection with recent Mexican financial arrangements.” 

The depreciation of the Mexican peso, which began in the 
summer of 1948, is deemed highly inappropriate. Instead, it is 
argued that the postwar “import spree” and the “overimporta- 
tions of recent years” shouid have been dealt with by other 
means. The author appears to indicate a preference for ex- 
change control—presumably at the old rate of 4.85 pesos to the 


dollar \—but we are not told just what brand of control should 
be used. 


* Associate Professor of Economics, Iowa State College. 


1 Elaine Tanner, “The Devaluation of the Mexican Peso,” Jnter-Ameri- 
can Economic Affairs, Summer 1949, pp. 3-31. 

2See Sanford A. Mosk, “Financing Industrial Development in Mexico,” 
Inter-American Economic Affairs, June 1947; my critique of his paper in 
the same journal for September 1947; Mosk’s rejoinder and my further 
reply in the December 1947 issue. Mosk’s original paper is referred to 
approvingly by Miss Tanner on several points germane to the discussion. 

3j1t may be pointed out that the International Monetary Fund on June 
17, 1949, approved a new par value for the peso at 8.65 to the dollar. This, 
however, may be nothing but a temporary “correction” of so-called “funda- 
mental disequilibrium.” 
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Exchange-rate policy currently ranks high on the list of inter- 
national economic problems. In the present writer’s view, there 
is an incredible amount of slovenly thinking about these issues. 
Since the Mexican experience of 1948-49 is likely to be repeated 
more or less, it will pay us to get the record straight and to 
review, if necessary, some now-familiar and still basic proposi- 
tions about exchange-rate policy. Incidentally, one of the weak- 
nesses of economics writing in the Latin American field is that 
it is still far below the level attained in general international 
economics literature. 


A word about the record. Postwar Mexico, as is well known, 
is the same as the economy that existed on the eve of the war. 
Apart from the loss of some mineral reserves, the only sig- 
nificant impact of hostilities was an additional dose of inflation. 
Mexico is not, in short, suffering from an extraordinary change 
in her international economic position. Unless, therefore, Mexico 
seeks to pursue an autarchic policy—which responsible govern- 
ment officials strongly oppose—the general case for exchange 
depreciation applies. A second point that should be made about 
the record is this. Mexico’s exchange-rate problem admittedly 
does not stem from a cyclical deficit in the balance of payments. 
Miss Tanner keeps reminding us about that seemingly magical 
word—industrialization—and the extent to which the govern- 
ment is committed to that kind of economic development, plus 
the inflationary financial measures being employed to achieve 
the stated end. Hence, the defense of (temporary) exchange 
control that rests on cyclical grounds is inapplicable in the pres- 
ent case. (This discussion assumes that the reader is familiar 
with the general literature on exchange control. Also, I do 
not wish to imply that Miss Tanner’s statement of the record is 
incorrect. With minor exceptions,‘ her statements of historical 
fact are good as far as they go.) 


Like the other writers on the subject, Miss Tanner recognizes 
that inflation ® is at the bottom of Mexican exchange-rate diffi- 


4 These relate mainly to some questionable arguments of Professor Mosk, 
which are cited approvingly. For details, see the references cited in foot- 
note 1 above. 

5 Changes from prewar are indicated with respect to national income, 
industrial production, and wholesale and retail prices. See p. 16. As 
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culties. She argues, however, that exchange depreciation will 
only aggravate inflationary pressures. (This is admittedly true 
in the short period; but this does not affect the case for deprecia- 
tion when few if any effective steps are taken domestically to 
deal with inflation.) Another argument against depreciation is 
that the wealthy will gain from such a policy. Since deflation: 
is ruled out for special reasons connected with industrialization 
—most writers, the present one included, usually reject such a 
course on more general grounds—she seemingly is left with 
exchange control as the main weapon in the foreign field. There 
is mention also of higher domestic taxation to help finance in- 
dustrialization under government auspices, but this feature has 
little relevance to our present discussion (and besides, it is a 
controversial matter of no mean significance in itself). 


The fundamental point involved in the question at issue con- 
cerns the wisdom of carrying out a policy that prevents an 
economy from attaining viability. If a nation wishes to achieve 
domestic ends by way of inflationary methods it is, of course, 
free to do so. But it has no right to insist also on the mainte- 
nance of an exchange rate at which it sustains a persistent de- 

ficit in its balance of payments. The issue, stripped of all ir- 
relevancies, is as simple as that. 


Under the circumstances of the Mexican case, therefore, the 
maintenance of the old exchange rate by means of an exchange 
control system would be little more than a temporary expedient. 
. Our own postwar experience with price and rationing controls 
is relevant. Supply is depressed, legal demand limited by arti- 


(vw we We 


compared with the United States, the gains in national income and pro- 
1 duction were smaller, while the increases in prices were larger. Wholesale 
prices jumped from 100 in 1937 to 257 in 1947; in the United States the 
change for the same period was from 86.3 to 152.1. But too much should 


S not be made of international comparisons of degrees of internal inflation 
i- as far as the present problem is concerned. 

6 Miss Tanner argues that the choice between exchange control and de- 

k, preciation depends on one’s views regarding the ultimate goals of economic 

t- policy. On this basis, Mexican workers would prefer exchange control 

(note the implicit assumptions regarding employment and income). It is, 

e, of course, no mystery why our own labor unions preferred the maintenance 


s of OPA controls after the war. And it is equally clear that such an atti- 
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ficial restrains, while illegal markets effectively ration supplies 
in the inequitable with which all are familiar. Without a com- 
plicated export subsidy system (which, as is known, can be ren- 
dered ineffective by countervailing action on the part of import- 
ing nations), currency overvaluation is bound to limit exports 
severely. Ever more restrictive measures will thus be required 
to limit demand for imports. (Controls over short-term capital 
movements need not be discussed here, since each country is 
free to check such movements in order to avoid exchange drains.) 


As is well known, the only case in which it is disadvantageous 
to depreciate a currency is that in which the foreign demand 
for, and/or the supply of, a nation’s exports is inelastic. It is 
argued, in the paper being reviewed, that Mexico’s demand for 
imports is “probably” inelastic, and that the main foreign de- 
mand for Mexico’s exports (that of the United States) “is not 
likely to be highly elastic” (p. 23). In the present state of 
our knowledge, it is sheer guesswork to estimate the elasticity 
of demand for imports in Mexico. As to the United States de- 
mand for Mexico’s exports, the author’s loose language is clari- 
fied in later passages: she simply means that the United States 
demand for Mexico’s exports is inelastic. What is the basis, 
however, for arguing that the foreign demand for Mexico’s ex- 
ports is below unity? After all, the question is a crucial one. 
The author asserts that the reason for this “‘inelasticity” is to 
be found in the fact that to the United States such Mexican 
products “are largely primary goods, the cost of which does 
not loom large in relation to other costs of fabrication” (p. 23). 
This contention is indeed naive. A low ratio of cost of imported 
materials to total factory cost is likely to have significance, for 
exchange-rate policy, only if the exporting nation enjoys a posi- 
tion of world monopoly in the items constituting its main ex- 
ports. If, as is actually the case, there are a number of alterna- 
tive sources of supply, the foreign demand for one country’s 
(Mexico’s) share of the world supply will be sufficiently elastic 
to insure that the level of the exchange rate is a decisive factor 


tude was one of selfish short-sightednes from a national and international 
point of view. It should go without saying that the present writer does 
not subscribe to the basis of choice that is posited. 
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on the export side. We thus see a serious (fatal?) technical 
error in the argument being considered. The seriousness of 
the error is revealed also if it is recognized that an inelastic 
demand for Mexico exports would, per se, call for a policy of peso 
appreciation! 

The author’s so-called “verification” of her hypothesis turns 
out to be equally tenuous. Thus she notes that the increase in 
export value lagged behind the increase in import value follow- 
ing depreciation in 1948. What else would one expect of piece- 
meal depreciation? The amazing thing is that exports did not 
lag to a far greater degree. The French experience after mid- 
1947 is relevant in this connection. 

Minor historical details and ideologies apart, the case of the 
Mexican peso seems clearly to have been one in which substan- 
tial depreciation was called for. When the really important 
details are revealed, it may well be that Mexico City and Wash- 
ington jointly will be blamed for a year’s uncertainty about the 
peso. Mexico City should have welcomed a decline in the cur- 
rency and, by trial and error, hastened the attainment of the 
proper level; and Washington probably should not have helped 
to peg the currency (through a stabilization agreement) under 
the conditions that prevailed during the period under review. 
It is appreciated that general inter-American policy and the 
visit of Mexico’s president to Washington prompt generous ar- 
rangements. However, such agreements should place much 
greater stress than they usually do on the need to seek timely 
economic adjustment.? Otherwise, seemingly generous United 
States arrangements will involve burdens on developing nations 


that will not show even the outward form of much-prized 
industrialization. 


7 Much the same kind of comment applies to financial assistance rendered 
by the International Monetary Fund. But this is a larger issue which 
cannot be dealt with here. 
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By John Hickey’ 


In “We of the Americas”! Mr. Carlos Davila presents a 
review of the economic illiteracy which is responsible for the 
position of many leading Latin and North American policy- 
makers on inter-American economic policy. Much of this illiter- 
acy he exposes and rejects. Much he chooses to accept and 
support—too much of it. 


Mr. Davila is a distinguished student of Latin American prob- 
lems, experienced in the enunciation of government policy, ac- 
complished in the presentation of issues. Better than the do- 
gooding professors who plague the inter-American field, he 
knows the limitations of commissions and conferences, he knows 
how easily the establishment of a commission can be an “easy 
way of doing nothing.” More frank than our lending agencies 
in Washington and more honest than the diplomats who try to 
cover up the character of many of the financial operations, he 
knows a political loan when he sees one and he knows the limi- 
tations of political loans. More consistent than many of his 


* Mr. Hickey is the author of “The Cooperative Services and the Good 
Neighbor Policy” in the Winter 1948 issue of Inter-American Economic 
Affairs, and also “Sumner Welles’ Opinions of Peron” in the December 
1947 issue of Inter-American Economic Affairs. 

1 Carlos Davila, We of the Americas (Ziff-Davis, Chicago, 1949), viii, 264. 
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Latin American compatriots, he recognizes inconsistencies in 
protests against United States tariffs when coupled with steadily 
rising tariff barriers in Latin America itself. With more fore- 
sight than many of his Latin American friends, he recognizes 
the potential competitive threat of the colonial areas. More re- 
alistic than most Latin Americans, he recognizes at least some of 
the dangers in uneconomic industrialization, some of the results 
of the inability to mobilize local capital, some of the other limi- 
tations imposed on the process of economc development by 
distinctly local factors. 

Nevertheless, Mr. Davila is a believer in the myth of Latin 
America’s unlimited resources. He is fascinated by the elusive 
term “economic integration of the Western Hemisphere.” He 
supports a hemisphere preferential system which would protect 
Latin American producers from both the competition of cheaper 
sources of supply of raw materials in the colonial areas and 
from development of cheaper synthetics in the more advanced 
countries—and the preferential system would be expected to 
provide also an umbrella for those producers in the hemisphere 
who are less efficient than others in the hemisphere. He con- 
siders immense the contribution to economic expansion that can 
come from concentration on the hemisphere as the source of 
supply for strategic materials. He himself notes the essential 
link between “economic solidarity and political and defense sol- 
idarity”, but he fails apparently to sense the essential relation- 
ship among political, military and economic policies which the 
United States must consider in its formulation of policy-deci- 
sions with respect to the rest of the world. Let us examine 
his position. 

Mr. Davila tells us that Latin America’s “God-given resources 
constitute one of the richest patrimonies ever to be possessed 
by a human community.” He believes that the Latin American 
potential is “even greater than that which was put to such 
splendid use in the United States.” It is time we laid to rest 
this notion of fabulous unparalleled resources. It has had Latin 
Americans in a fog too long. Professor Abbott Payson Usher 
has pointed out in a detailed examination that South America 2 


2 Data used by Usher are for South America rather than Latin America, 
but the findings are not distorted by that fact. 
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is the poorest of all the continents in energy resources: 1.94 
per cent of the total resources to provide for 13.7 per cent of 
the area of the world. Again, Pearson and Harper reported 
that the proportion of land area adapted to agricultural produc- 
tion was lower in South America than in North America, Europe 
or Asia (5 per cent in South America, 10 per cent in North 
America, 37 per cent in Europe) ; they reported further that the 
proportion of good soils in South America was lower than that 
for any other continent. Again, the mineral endowment lacks 
the happy combination of location factors that characterized the 
miracle of North American development. And the fact that 
Latin America’s population is growing faster than that of any 
other major area of the world must be carefully evaluated in 
reference to resources before it is used to pyramid the fiction 
of unparalleled economic potential. 


Mr. Davila offers no appraisal of the extent of the assistance 
which might be lent to development of Latin America by divert- 
ing purchases of strategic materials to that area. It is actually 
not as large as many commentators think. He fails to note 
that once we adopt the policy of strict non-dependence on areas 
outside the hemisphere, the United States must logically turn 
to fuller exploitation of the resources within the borders of 
the United States for maximum security. Our policy-makers 
had sufficient experience in the last war with the difficulties of 
expanding production in Latin America under the characteristic 
political and business philosophy of the area and under the 
physical obstacles to know that an extremely wide cost differ- 
ential would be available for many commodities for research 
in the development of substitutes and synthetics inside our own 
territory and for stimulating “uneconomic” production of stra- 
tegic materials within the United States. If strictly security 
reasons were to dominate this aspect of the “integration of 
the hemisphere”, the United States could hardly dare risk the 
hold-up which might be staged by the Latin Americans in time 
of war, so that the weighing of likely quid pro quos might easily 
justify extremely uneconomic activity within the United States 
as an alternative. 

When Mr. Davila departs from those commodities whose pro- 
duction he would encourage in Latin America regardless of rela- 
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tive cost as war-insurance, he finds a major threat to Latin 
America’s export list arising out of the growing effort of co- 
lonial powers to mobilize the economic potential of their colo- 
nies. He reports that the colonial areas are to have available 
to them a “combination of modern European technology, capi- 
tal and know-how, with the negligible costs, submissive labor 
and unlimited resources of Africa.””’ He apparently regards this 
as an unbeatable combination. 

But the advanced technology and capital are equally available 
to Latin America, and in fact more available, in view of the keen 
interest of American private capital in investment in Latin 
America. So that the real barrier on that score comes from 
the tendency of Latin America to commit suicide by discour- 
aging investment and the coming of advanced technology. Since 
“integration of the Western Hemisphere” is presumably not 
something that Mr. Davila would have imposed by the United 
States by force, each country must be allowed to formulate its 
own policy, and suicide is obviously a policy that has great 
attractiveness for Latin American leaders today. (Davila does 
little more than play with words when he comments that what 
Latin America needs is machinery, tools and know-how, rather 
than foreign investments of the type she has gotten in the past. 
The contribution of the foreign investor consists essentially of 
the machinery and plant and methods of the more advanced 
nation, plus such leakage as the tradition of graft requires in 
the particular country. If the portion of the investment that 
must be used for payment of tribute to the small group of corrupt 
politicians and other local elements has grown in recent years 
as a part of the incredible growth of graft and corruption in 
Latin America, it is clearly an evil which the foreign investor 
would be delighted to see eliminated by proper public adminis- 
tration.) 


On the matter of negligible costs arising presumably from 
a condition of submissive labor and imperialistic colonial policy, 
anyone who has taken time to read the recent reports of the Brit- 
ish Colonial Office, for instance the “Report of the British Guiana 
and British Honduras Settlement Commission,” might well feel 
that the cost balance may actually lie in the opposite direction, for 
labor may find itself better off under an enlightened colonial 
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administration than under the characteristic reactionary prac- 
tices of Latin American political and economic leaders and the 
corrupt administration which characterizes many of the coun- 
tries. Finally, Mr. Davila is not consistent when he suddenly 
starts to worry about the “unlimited resources” of Africa, for 
he himself believes in the unparalleled character of Latin 
America’s endowment. If, as is the case, the Latin American 
resources do not come up to his billing, he must be prepared 
to evaluate the potential in more realistic terms. Mr. Davila 
is also aware of the potential threat of development of substi- 
tutes for the Latin American exports, possibly at lower prices 
and in some cases more in accord with market requirements. 


Instead of the constructive suggestion that Latin America 
must learn to produce effectively in a world in which advances 
in. productive technique are a preliminary to a higher standard 
of living, Mr. Davila thinks in terms of commodity arrangements 
assuring a protected position that will permit the uneconomic 
producer to preserve his markets and even yield a higher stand- 
ard of living at the expense of the more productive areas of 
the world. For instance, currently coffee is running on the 
order of a billion dollar crop. It has a growing market, a 
growing dollar-market. The potential expansion of the market 
by serious cultivation of the market is great. Yet, the Latin 
Americans have persistently balked at providing any suitable 
sums for promotion of the trade. Compare the petty promo- 
tional funds with the magnitude of the sales, as contrasted with 
a commodity hitting the American market from American pro- 
duction, and you get an instructive example. And on the pro- 
duction side, there is again ample opportunity for creating a 
competitive position beyond the threat of colonial development. 
As a substitute for all this, Mr. Davila chooses to laud the po- 
litical arrangement known as the Inter-American Coffee Agree- 
ment, and to urge that this Agreement be used as the pattern 
“for the kind of defense measures we will have to take against 
the threat of the new Eurafrican and Eurasian empires.” Latin 
America has suffered the loss of a succession of key export 
crops because it failed to develop research and productive tech- 
nique and marketing adaptation to the changing competitive 
position. But instead of correcting this error, Mr. Davila and 
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his fellow-preferentialists would now place their hopes in a 
pattern of hemisphere preferentials, dependent completely on 
political pressure, and aimed at perpetuating the uneconomic 
character of production while dooming the local economies to 
the low standard of living which they now enjoy—or suffer. 
Mr. Davila notes quite properly the change in the minerals 
position of the United States as forecasting a capacity to in- 
crease the imports of the United States. But he fails to em- 
phasize that this vast opportunity for increasing exports to the 
United States is being muffed by the Latin Americans, not 
because of the absence of formal hemisphere arrangements and 
not because of the United States tariff, but more iargely because 
of nationalistic views on the investment problem which are 
diverting the efforts of the United States to other countries 
and to more promising research activity within the United 
States. There is no issue of “integration of the Western Hemi- 
sphere” in the determination of Mexico and Brazil that their 
petroleum resources shall not be developed efficiently. Funds 
for exploration and exploitation proceed to Canada and other 
countries, and interest in the security aspects of the petroleum 
position promptly dictates intensified experimentation with sub- 
stitutes and synthetics inside the United States. Similar illus- 
trations may be drawn from iron and other minerals for 
which the supply position of the United States is changing. 
Mr. Davila again quite properly notes the existence of much 
Latin American capital that is not being properly mobilized. 
But there is no issue of “integration of the Western Hemi- 
sphere” in this failure. It is not “the corroding failure of eco- 
nomic Pan Americanism” that accounts for the persistent flight 


of capital from Mexico and the simultaneous inability to mo-— 


bilize $100 million for a risk operation in Mexican petroleum. 
It is not the failure of Mr. Davila’s plans for the Inter-American 
Development Commission that causes a Latin American to make 
the rounds of New York and Washington continually in the 
hope of finding a piddling $12 million for a refinery in Brazil, 
which funds he seeks at a nominal rate of 3 or 4 per cent 
without participation in control, in order that the “risk-capital” 
of the native investor, say $2 million, shall be assured the neces- 
sary 30 to 40 per cent annual return. There is no issue of 
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“integration of the Western Hemisphere” in the fact that “no 
Latin American loans have been floated in the United States for 
fifteen years and the flow of American investments to the south 
has been negligible compared with the gold and dollars coming 
north from Latin America for safety purposes” although there 
is a statistical error in the last half of the sentence. . 

Mr. Davila is much disturbed by the legend of U. S.-Latin 
American relations which makes a Santa Claus of the United 
States. Actually it is true that we have not been as much of 
a Santa Claus as the Latins would have us be, but that in 
itself comes from the insistence of astute observers that unless 
we are careful the flow of good-neighborly generosity might 
well turn into that. Mr. Davila goes to the other extreme, how- 
ever, when he suggests that the relationship may actually be 
one where the United States is draining the Latin American 
economies; his rather scattered evidence—that Latin American 
exports do not expand sufficiently to cover the demands of 
profit remittances on investments—is confusing. It is rather 
futile to discuss whether a given export operation or import 
operation profited the seller more than the buyer. It might be 
more pertinent to point out that the bulk of such expansion of 
export-capacity as Latin America has actually enjoyed in recent 
years has resulted from foreign investments, and that the basic 
deficiencies of local economic policy have succeeded in slowing 
down the expansion of production both for home use and for 
export. If the Latin American area seems to be getting poorer 
relative to the United States, it might be proper to examine 
into the reasons for the greater expansion of national income 
in the United States rather than to grasp frantically at some 
elusive concept like “economic Pan Americanism.” 

Mr. Davila points out that the United States has avoided by 
successive postponements the Inter-American Technical Eco- 
nomic Conference. This is true. But it should be noted that 
U. S. officials have never been able to see how such a confer- 
ence could avoid deteriorating into a scramble for uneconomic 
loans from the United States, impossible commodity arrange- 
ments aimed at perpetuating the worst evils of the Latin econ- 
omies, and a flock of other unsound measures to be financed by 
the United States taxpayer. It has been increasingly clear to 
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most North American observers that until the Latin Americans 
themselves are ready to launch substantial reforms in their 
business and government philosophies, ready to adopt measures 
designed to expand productivity, the Conference would be little 
better than a grab, with the United States in the purely defensive 
role of emerging with as much of its shirt as possible. 

Mr. Davila tells us that “we have seen the United States 
Government request the European states to put some order in 
their continental economics, set up some form of co-ordination 
or customs union, as the price for the Marshall Plan help. Yet, 
this Western Hemisphere, where the United States has every- 
thing at stake, remains totally unorganized, in a state of com- 
plete and very dangerous economic anarchy.“ What this state- 
ment completely fails to comprehend is that the demands of 
the United States in the case of Latin America are much more 
simple than anything that may be called for in the case of 
European aid. Namely, the United States has merely asked that 
Latin America put its house in order so that it may benefit 
fully from the desire of the United States to cooperate. When 
Davila recites the failure of the Inter-American Bank to come 
into existence as a bad error, he fails to note that we have 
had experience with the World Bank’s inability to aid Latin 
American economies promptly and largely, for the same reason 
that would have prevailed in the other institution. That is, 
there is a job that the Latin Americans themselves must do— 
and no institutional setup unless it contemplates the United 
States setting up as a stupid international fat-boy can shortcut 
that fact. 

Finally, Mr. Davila’s broad philosophy stems from a willing- 
ness to have the United States abandon its world-wide commit- 
ments and responsibilities for the questionable gain that might 
come from closer hemisphere relations. He is worried lest we 
fail “to organize as one entity, powerful and independent 
enough to move world affairs, instead of being swallowed up 
by them.” It may politely but firmly be questioned whether 
this capacity to influence nations and men would be largely 
enhanced by a closer economic relationship with Latin America. 
And when Mr. Davila writes “We have had to adapt ourselves to 
events originating on other continents. We did nothing to 
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1S shape them, little to check them, and less to prevent them,” 

ir the method which he proposes that we use to shape and check 

2S events seems very unconvincing. Is it Mr. Davila’s thought 

le that when the United States has completely destroyed the 

re channels of trade with the colonial areas, when it has made 
| sure that Europe’s recovery shall not take place, when it has 

1S promptly put down every threat of a better or cheaper product 

n competing with a Latin American product by bottling up re- 

n search and erecting barriers against non-hemisphere raw ma- 

t, terials, when it has enabled the Latin Americans to sit back 

r. and contemplate the mess they are making of their potential, 

- we shall really have accomplished something for the peoples 

« of the hemisphere and of the world? 
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Epitor’s NoTE: During the summer of 1948 it became clear that imag- 
inative thinking on economic problems in the Department of State was 
focussed outside Latin America. It was equally clear that a policy of 
“marking time” with respect to Latin America was extremely unwise. 
The Institute of Inter-American Studies in Washington therefore under- 
took to prepare a short memorandum which was used as the basis for 
high-level discussions by a group of Latin American specialists meeting 
in Washington. The memorandum prepared in 1948 is printed below as a 
matter of record. The editors of INTER-AMERICAN ECONOMIC AFFAIRS plan 
to present in forthcoming issues of this magazine a running account of 
the development of inter-American economic policy. 


Memorandum 


The Latin American Policy of the United States 
Summer 1948 


This memorandum is devoted to the economic side of our 
Latin American policy. It is divided into four parts: 
(a) The Present Economic Situation of Latin America. 
| (b) The Developing Issues in U. S. Relations with Latin 
America. 
(c) The Conduct of Our Policy by the State Department. 
(d) The Requirements of a Sound Economic Policy. 


(a) THE PRESENT ECONOMIC SITUATION OF LATIN AMERICA. 

Production: In 1940 the total national incomes of the Latin 
American republics amounted to about one-sixth that of the 
United States. In 1948 the Latin American national income 
has deteriorated relatively to that of the United States. Latin 
American national production is now probably less than $25 
billion per year. 

From 1939 to 1946, Latin American production probably 
increased faster than the 2% per year increase in population. 
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In the period since 1946, however, the rate of increase has 
slowed down, outside Venezuela, so that at best per capita pro- 
duction is being maintained with difficulty. 

Distribution: Since 1939, relatively little progress has been 
made in revising tax systems to provide progressive rate struc- 
tures corresponding to that of the United States. Evasion of 
the tax burden has become even more widespread than nor- 
mally. Corruption in the fiscal, exchange and general govern- 
mental mechanism has grown. Price controls have been gener- 
ally ineffective. The policy of aiding inefficient local industries 
against competition has hurt the consumer. Distribution of 
the national income was even more unsatisfactory in 1948 than 
it was in 1940—and maldistribution of income has always been 
a characteristic evil of the Latin American economic organiza- 
tion. 

Prices: From 1939 to 1948, the cost of living in Latin America 
rose on the average more than 125%, compared with a 75% 
increase in the United States. It is continuing to rise in many 
countries by 2% or more per month. Coupled with this danger- 
ous increase which is running ahead of the advance in wages, 
there are the continuing annoyances of shortages of essentials. 
While real wages were in many cases maintained during the 
war by fuller employment of all members of the family, such 
employment is vulnerable to the slightest change in the business 
picture. The cost of living situation is an ugly one, with serious 
political possibilities. 

Public Finance: Government expenditures now exceed $5 
billion per year, compared with $1.2 billion in 1939. The rela- 
tion of government expenditures to national incomes has risen 
from about 13% in 1939 to over 20% in 1948. And the propor- 
tion of expenditures devoted to unproductive outlay has in- 
creased. In 1939, about 3.3% of the national incomes of Latin 
America was devoted to military outlay. Today over 8% is 
so devoted. In 1939, about 25% of government expenditures 
were for military and police (Interior Dept.) ; today, thanks 
mainly to the large Argentine military expenditures, the propor- 
tion is close to 40%. While recurring fiscal crises and the 
inability of internal money markets to absorb internal debt 
issues indefinitely have necessitated substantial expansion of 
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tax revenues, no scientific or systematic approach to the tax - 
problem sufficient to cope with the new magnitude of govern- 
ment activity has been undertaken. 


Foreign Trade: Latin American exports have been running 
at $6 billion per year, compared with a prewar average of 
about $2 billion. But the increase has largely been due to price 
changes rather than to expansion of output. (There are some 
exceptions, of course; notably, the petroleum expansion in 
Venezuela.) 

Not only has volume failed to expand substantially, but also 
the narrow base of the export picture has not been substanti- 
ally altered. Latin America is still extremely vulnerable to 
price or volume changes in a few commodities. The table below 
shows how damaging even a 15% price change in coffee or 
cereals or sugar or cotton can be. And when the present price 
situation for foods and raw materials is soberly analyzed, this 
table becomes one of critical importance. 


Latin American Exports: 
Percentage of Total Value of Exports 








Current Pace 1938 
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No suggestion is made here of the likelihood of collapse in 
exports. Attention is called to these facts, however: (1) Over 
50% of the export list consists of commodities whose price 
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position has been softening substantially. (b) The 26% made 
up of petroleum and minerals comprises the sector of exports 
which have the most promise currently in volume and value— 
but they are precisely the commodities which yield only a 
portion of total value as local purchasing power because of 
foreign ownership. (c) There is some indication that the 
price tendencies of imports and exports may be moving in oppo- 
site directions—causing the well-known “scissors” movement 
which has been so denounced in Latin America. 

With one-fifth to one-fourth of Latin American production 
being exported, the importance of any change in exports to the 
general economies of Latin America cannot be over-stated. 


Foreign Exchange: The vulnerability of the export list takes 
on special importance at this time because except for Venezuela 
and Cuba, the major countries have exhausted their capacity 
to draw on war-accumulated exchange resources. Their pur- 
chasing power and their capacity to service investments today 
is dependent on maintenance of exports. 

In 19388 Latin America had about $750 million in gold and 
exchange resources. At the peak of the war-accumulations it 
had reached about $4.7 billion. Today, its gross resources are 
less than $2.9 billion. With the exceptions noted, the major 
countries have no substantial slack to take in after carrying 
the required reserves against circulating media. In addition, 
it should be noted that the commercial float (arrears on com- 
mercial account) plus arrears on profit remittances have been 
estimated in excess of $600 million. It is true that while ex- 
ports continue high in price, the requirements for such items 
as external debt service do not constitute so heavy a burden 
as they did in prewar days. But nothing alters the major 
characteristic—that to have a dollar of purchasing power today, 
the Latin Americans must earn it on current exports—and the 
outlook for exports is by no means exhilarating. 


Industrial Plant: It-is customary in Latin America to be- 
moan the fact that the Latin American industrial plant de- 
teriorated as a result of their war effort and that it has not been 
brought back to pre-war level as yet. The truth of the matter 
is that taken overall, Latin America’s industrial plant is a 
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better equipped, more productive machine today than it was 
in 1938. 


Business Indices: Current business indices show retail and 
wholesale sales holding up fairly well in value, but volume 
appears to have passed its peak. The construction industry, 
which enjoyed a tremendous boom during the war and post- 
war years, though not in the kind of construction that would 
have answered the housing requirements of the people, is 
generally being slowed down by credit restrictions, the high 
cost of materials, fear of business tendencies, shortages of 
some imported items. Some industrial lines—such as textiles, 
shoes, etc..—report a softening in volume and the threat of 
price adjustments. Profit levels appear to have seen their 
best period, although the 50 to 125% on investment, which 
was common during the war, has not disappeared. 


(b) THE DEVELOPING ISSUES IN U. S. RELATIONS WITH LATIN 
AMERICA. 


Two major misconceptions plague every effort at serious con- 
sideration of our economic relations with Latin America: First, 
the notion that real economic cooperation with Latin America 
ended with the death of Roosevelt II. And second, the idea 
that the European Recovery Program can be the key to the 
Latin American economic program. 


Extent of Current U. S. Cooperation: Despite the statement 
of Mr. Sumner Welles that “all real inter-American financial 
and economic cooperation ended with the advent of the Byrnes 
regime,” the truth is that in the year 1947 the United States 
lent more money to Latin America than it did in most years 
of the Roosevelt rule. The United States has been buying 
more goods from Latin America than ever before and would 
have purchased even more had Latin American production 
been greater. The United States corporations have invested 
more money in Latin America than they did in most years of 
the Roosevelt. Administration. They made available more tech- 
nical assistance and know-how. United States corporations 
have voluntarily assigned export quotas of scarce commodities 
to Latin America far beyond what they need have done in the 
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presence of an almost unlimited home market. And for the 
most part, they have delivered at prices below those which 
European competitors could quote and in the face of fantastic 
profiteering by Latin American nationals at the expense of 
their own people. Meanwhile, the United States has supported 
vigorously commercial policy looking to the fullest possible ex- 
pansion of trade which would be of benefit to Latin America 
as well as to the United States. The failure has been less in 
terms of actual cooperation than in keeping the great record 
before the public. 

We are currently buying from Latin America at the rate of 
$2.5 billion pe ryear. American corporations invested over 
$400 million in Latin America in 1947. The Export-Import 
Bank disbursed $71 million in Latin American loans in 1947, ex- 
tended new credits of $80 million, had on its books on Decem- 
ber 31, 1947, some $206 million in undisbursed authorizations 
for Latin America. The U.S. Treasury Stabilization Fund has 
entered into arrangements with Brazil and Mexico, on which 
the Latin American countries have drawn $117.5 million. The 
United States supported the $16 million loan by the Interna- 
tional Bank for Reconstruction and Development to Chile, and 
supported the International Monetary Fund’s support of the 
Mexican peso and Chilean peso to the extent of some $30 million. 
In the disposal of war surplus property and of merchant ships 
the United States has made favorable financing arrangements 
for the Latin American countries. 

A special office was created by the Secretary of Commerce 
to handle the Latin American supply problem so that the 
priorities required for the European Recovery Program would 
not be allowed to damage the Latin American economies. When 
aftosa hit the Mexican herds, the U. S. Congress promptly ar- 
ranged financial cooperation which had reached some $35 mil- 
lion by the end of December 1947 and encouraged effective co- 
operation with the Mexican authorities. In its international 
negotiations, the U. S. Government has sought a suitable cli- 
mate for private direct investments so that the tremendous 
developmental power of the hundreds of millions of dollars 
awaiting opportunity to invest in Latin America might be 
unleashed. Again in its negotiations, the United States has 
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sought to maximize foreign trade by broadening‘ of the recipro- 
cal trade program. Such a wide range of activity surely does 
not indicate a diminution of interest in Latin America. 


Relation to the European Recovery Program: It is true that 
the continuing collapse of Europe would have severely upset 
Latin America. But it should be noted that even with Latin 
American exports being fully disposed of at lucrative price 
levels, exchange resources were run down and the Latin Ameri- 
can countries lacked the capacity to finance developmental ac- 
tivity over and above requirements for current account. 

Emergence from their present difficulties will not follow 
automatically from the workings of the European Recovery 
Program. It is the basic characteristic of the Latin American 
economies—the fact that they are simply not productive—that 
is the determining factor in the American ability to cooperate 
or not to cooperate effectively in the economic sphere. Our 
cooperation can be the determining factor in developing produc- 
tive power but only under circumstances when the Latin Ameri- 
can countries pursue adequate internal policies. 


Dollar Exchange: We are currently exporting to Latin Amer- 
ica at the rate of $3.4 billion per year, compared with $3.8 
billion last year. We are importing at the rate of $2.5 billion, 
compared with $2.2 billion last year. In June, our exports were 
at the rate of only $2.8 billion. What is important is that Latin 
America cannot possibly support this volume of purchases in 
dollars. Our exports must slump at least to an annual rate of 
$2 billion, in the absence of tremendous developmental loans 
or Marshall Plan purchases in dollars quite beyond current 
expectations. For, the large surpluses in the U. S. of corn, 
oats, linseed, etc., put these commodities beyond the reach of 
ECA offshore purchasing to any considerable extent and thus 
make even more difficult the task of generating dollars for 
Latin America. 

(It will be realized that U. S. imports of $2.5 billion per year 
do not mean the availability of such an amount for dollar finan- 
cing of Latin American purchases. The invisible account is 
heavy, U. S. imports are shown CIF, etc. On the present bal- 
ance of payments, i. e., with the current scale of capital flow, 
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profit making on investment, etc., $2.5 billion imports would 
not finance $2 billion in purchases by the Latins.) 

In addition, it must be remembered that for many European 
countries the hope of recovery rests partly with making Latin 
America a dollar-producing area for them rather than merely 
reducing the dollar drain. 

Finally, the American export community must anticipate 
sufficient economic decline in the Latin American countries as 
to involve major changes in its distribution plans. Price sags 
would only intensify the strain. And it must be remembered 
that the current purchasing power being generated varies 
widely among the countries. For example, it is improper really 
to include Venezuela in a reading of the Latin American situa- 
tion, because of its unique trade, exchange and investment out- 
look. Nevertheless, the table below is instructive. 


Competition for the Latin American Market 
(billions of dollars) 


Total From From Marshall From Latin From other 

Imports U.S. Plan Countries America Countries 
1936-38 ___......... $1.5 $0.5 $0.6 $0.15 $0.20 
ae acces 2.3 1.4 0.2 0.6 0.1 
a ieee 6.1 3.8 1.0 0.8 0.5 
Current pace —_ 6.0 3.4 1.5 0.7 0.4 
Rate of import in last year of Marshall Plan? 

5.5 2.0 2.2 0.8 0.5 


Trade Agreements: Meanwhile, the rising tide of nationalistic 
defense of the new industrialists in Latin America is being 
translated into vigorous opposition to our practical efforts at 
broadening the reciprocal trade agreement program. In July- 
August, the trade agreement negotiations with Mexico collapsed, 
with American negotiators recommending to Washington that 
the existing treaty be denounced. Similar action may follow 
on the intensive propaganda campaign of the Colombian indus- 
trialists for higher tariffs. Simultaneously, discriminatory 
activity through the exchange and import controls is achieving 
a similar breakdown of the program. 


Ocean Shipping: Similarly, the Latin American countries 
seem determined to set up their own merchant fleets to control 
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at least 50% of their ocean traffic, regardless of the amount of 
preferences, financial aid, etc., that may be necessary. Brazil 
is restless and about ready to demand further preferences for 
its own tonnage. Argentina through its trade agreements and 
through its ship-purchase program is well on the road to becom- 
ing a major headache in this respect. The Grancolombian Fleet, 
backed by the relatively unlimited resources of the Venezuelan 
Treasury, is certain to continue its expansive program. And 
Chile is similarly concerned with the same possibilities. 

With respect to shipping, the time for enunciation of American 
policy and a frank understanding of the issues involved would 
seem to be approaching. 


Ocean Marine Insurance: Argentina has topped off its insur- 
ance activities with a proposal to take over ocean marine 
insurance, charge shippers three or four times the going mar- 
ket rate, then get reinsurance carried abroad at one-third that 
rate, wit hthe profit going to the local company. This activity 
is being closely watched all over Latin America, and if the 
Latins sense Argentine success, imitation may be fast and 
furious. 


Direct Investments: With a few exceptions, Latin America 
has not proceeded rapidly in giving encouragement to the vast 
quantity of foreign capital which had waited throughout the war 
for the opportunity to start moving into developmental activity 
in Latin America. There is no sign of an improvement in this 
situation. And in fact, having lost the impressive cover of 
war-gained exchange resources, the picture is even less attrac- 
tive than it was in 1945. 


Government to Government Lending: Any heavy expansion 
in government lending to Latin America would raise basic ques- 
tions of financial policy relating largely to the magnitudes that 
could be loaned on a sound basis. The experience of the Export- 
Import Bank has not been long enough to furnish an adequate 
judgment on the point. But there is some evidence to indicate 
that the quality of the existing portfolio is satisfactory only 
so long as further loans can be made to the borrowers. A sus- 
pension of the new lending now might well reveal conditions 
that differ little from the situation that prevailed when the 
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New York money market dried up in the early 1930’s. It is 
not unlikely that realization of this fact accounts for the uneasy 
caution with which the Bank has gone about its business. 

It is clear that the prewar practice of extending “political’’ 
loans and then doing everything possible to prevent drawing 
upon the loans has little to do with economic development of 
Latin America. It is probable that extensive additions to the 
potrfolio of the Export-Import Bank and the World Bank for 
suitable loans—i. e., public works and other activity outside the 
ordinary sphere of private investing, cannot be justified either 
economically or to the Congress unless they are part of a well 
based developmental program and are accompanied by a heavy 
flow of private investment capital. 


(c) THE CONDUCT OF OUR POLicCY BY THE STATE DEPARTMENT. 


The Prewar and Wartime Record: The major achievements 
of the State Department have been in the sphere of political 
relations of the United States with Latin America. Dynamic 
activity in the area of economic policy in the past decade has 
reflected largely pressure from outside the Department of 
State. It was the perseverance of the Rockefeller Office that 
provided wise anticipation of the wartime supply problem. It 
was the Treasury which showed ability to think in terms of 
$500 million problems as the European countries fell one by 
one. It was the outside agencies which sparked the drive for 
more wartime production in Latin America. 


The Recent Record: Recently, imaginative economic think- 
ing within the Department of State has seemed to be focused 
outside Latin America, and, unfortunately, no agencies are left 
outside the Department with the drive, resourcefulness and 
imagination to initiate a Latin American policy. Many examples 
of the general let-down may be cited: (1) The Latin Ameri- 
can countries point out that the Department failed to do an 
adequate selling job on the Marshall Plan in Latin America 
and is partly to blame for the lack of cooperation there. (2) 
Once ECA was set up, the Department was unable to achieve 
the liaison with the Latin Americans that might have maxi- 
mized the value of the program to our Latin American policy. 
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(3) The initial presentation by the Secretary of State at Rio 
and Bogota and the approach of the Voice of America gener- 
ally has been that of apology rather than an understanding of 
and a sales talk on the excellence of the record. (4) The 
American delegation went to Bogota, despite warning of the 
Latin interest in economic problems, inadequately prepared for 
the atmosphere which it met. It ended committed to an eco- 
nomic conference which it will be unable to avoid, to be held 
in Buenos Aires, the city from which it will be most difficult 
to emerge successfully. 

(5) The Argentina situation is still tangled despite the oppor- 
tunity offered by the establishment of ECA. (6) The lend- 
ing approach is not so far as one can see a part of a compre- 
hensive sound economic development program. (7) It took 
more than a year from the time that Secretary Snyder discussed 
a Brazilian-American Joint Mission to consider Brazilian devel- 
opmental programs to organize the Mission. The U. S. group 
has finally gone down this month, with little public understand- 
ing as to the purpose of the mission, or Brazilian expectations 
of the purpose. The publicity has not given the Joint-Mission 
a good send-off in the press, either here or in Latin America. 


(8) The Latin Americans seem to like structures and we 
have adopted the policy of “going along” with the Latins. We 
“went along” with the reorganization of the Pan American 
Union, but did not show enough interest to provide the purpose 
and direction that might make of the Union a living force 
for economic improvement in the Americas. We “went along” 
with the Latins in the creation of the United Nations Economic 
Commission for Latin America and consequently have been 
forced to sit by as the Commission has proved the futility of 
its existence. 

(9) An integrated constructive program has not yet ma- 
terialized—whether it be planning for integration of the stock- 
piling effort, or along other lines. 


The bald fact today seems to be that we are marking time 
in Latin America. Unfortunately, marking time may mean a 
loss of position. The fact that Europeon problems appear more 
important does not mean that we can avoid the responsibility 
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for planning and undertaking an effective economic program 
for Latin America. It should not be necessary to raise the 
threat of Communism to attract attention to this area. 


(d) THE REQUIREMENTS OF A SOUND ECONOMIC POLICY FOR 
LATIN AMERICA. 


Commercial Basis for Our Interest: Quite apart from the 
foreign policy aspect, there is a commercial basis in our inter- 
est in Latin America. This year we shall sell about $3 billion 
of goods for cash in Latin America. Our private investments 
will yield over $500 million. No substantial defaults are likely 
to occur during the year on the quarter billion dollars which 
is owing to the Export-Import Bank. The $117 million which 
the Treasury put out for stabilization operations is protected 
against devaluation. And steady pressure on Latin America 
has finally brought service-offers from the last major’ defaulter 
on dollar bonds (Bolivia). Latin America is an area that is 
under-populated relative to its latent resources. It should 
offer, consequently, more than any other area, a promising 
environment for economic development along the lines we have 
been pushing in our trade program. But clearly, a policy of 
“making time” or “going along” is not adequate. 


The Issues Defined: 


1. Are we prepared to take to the Buenos Aires Conference 
on Economic Affairs a frank statement, putting it squarely 
to the Latins that the first requisite for economic development is 
self-help, that if they are prepared to improve the production 
and distribution mechanism by suitable internal economic pol- 
icy, the United States is prepared to complement this action 
with the developmental financing—private and public—that will 
accelerate economic well being? 


It should be understood that to preach self-help in Latin 
America means to align the United States with the progressive 
forces that are interested in the advancement of the masses, 
rather than with the reactionary groups. 


2. Are we prepared once and for all to stop the multiplying 
of structure by reviewing the accomplishments of the various 
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inter-American entities, noting what might be done, and then 
establishing a relationship between structure and function? 

It should be understood that the easy way out is to let the 
multiplying go on. 

3. Are we really prepared to bring to Buenos Aires a pro- 
gram that has major mass-appeal—comparable to the ECA for 
Europe? This is what the Latin Americans expect of us. If 
we do not, we must be prepared for an adverse reaction from 
them. Such programs could possible be worked out in the 
form, say, of an extension of the Rockefeller health program 
or a new type of deferred amortization grant or loan whose 
proceeds would be devoted to social improvement purposes such 
as mass eradication of malaria or work on other diseases, with 
repayment to come when a new generation had arrived to 
profit from the work. Or possibly a grant which would pro- 
vide dollars against local deposit of pesos, with deposits to be 
used for mutually agreed upon projects of this nature? 

4. Can we look forward to a new developmental financing 
approach? Is it possible that what is needed is a series of 
bilateral conferences involving, say, Brazilian businessmen and 
officials and U. S. businessmen and officials, out of which would 
come arrangements for simultaneous financing activity involv- 
ing the introduction of private capital under suitably attrac- 
tive conditions simultaneously with commitments for extended 
public works financing in government-to-government arrange- - 
ments? Such simultaneous arrangements might break down 
the present difficulty of finding sound projects likely of repay- 
ment. Is it likely that the present Joint Brazilian Mission will 
evolve something along this line? 

Or should we loosen up on the policy that loans must be 
made only on “sound projects” and operate on the theory that 
the political situation requires loans to tide over the current 
period of tension? 

Are we satisfied with the relationship which has been estab- 
lished between the lending operations of the Exim Bank and 
the World Bank in Latin America? 

5. Can something be worked out to expand developmental 
activity by linking it to long-term commitments for our stock- 
piling program? 
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6. How far are we prepared to allow the present deteriora- 
tion in commercial policy to proceed—in trade treaties, shipping 
and insurance and exchange discrimination—without using the 
strength of our position to rectify the situation? 

Does it make sense to preach development by financial assist- 
ance when simultaneously counter-activity in the form of pro- 
tective tariffs, discriminatory preferentials, etc., is under way? 








